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Net Saks 

($ in Millions) 


28472 



Net sales have grown at 
a compounded annual 
rate of 13 6% over the 
past five years. 


Income From 

Continuing 

Operations 

($ in Millions) 

1S88 

1302* 


1091 tow 
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Income from continuing 
operations has grown at 
a conmtxinded annual 
rate of 14.6% over the 
past five years. 

■Uefnrr cumulative eflert rtf 
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Income Per Share Year-End Market 

From Continuing Price of Stock 



90 91 92 93 94 
Income per share from 
continuing operations has 
grown at a compounded 
annual rate of 14.9% over 
the pas five years 


90 91 92 93 94 

The market price of 
PepsiCo Capital Stock has 
grown at a compounded 
annual rate of 11.1% over 
the past five years 


TteJuir uumiLrtivr efltct t* 
atcnununn dunned 


To humanize die facts, 
figures and financial data of 
our annual report, we decided 
to aim it at a real-live person - 
a typical investor-next-door. 

We chose Cindy Crawford. 

So, sit back, pop open a 
Pepsi and, along with Cindy, 
read about your company. 


Financial Highlights 


PepsiCo, Inc. and Subsidiaries 

December 31, 

December 25, Percent 

(dollars in millions except per share amounts) 

1994(a) 

1993(a) 

Change 

Net sales . 

$28,472 

25,021 

+74 

Beverages . 

$ 

9,687 

8,638 

+ 12 

Snack foods. 

$ 

8,264 

7,027 

+ 18 

Restaurants . 

$10,521 

9,356 

+ 12 

Segment operating profits. 

$ 

3,324 

3,077 

+ 8 

Beverages . 

$ 

1,217 

1,109 

+ 10 

Snack foods. 

$ 

1,377 

1,190 

+ 16 

Restaurants . 

$ 

730 

778 

- 6 

Consolidated operating profit. 

$ 

3,201 

2,907 

+ 10 

Income before cumulative 





effect of accounting changes. 

$ 

1,784 

1,588 

+ 120>) 

Per Share . 

$ 

2.22 

1.96 

+ 13<h> 

Cumulative effect of accounting changes 

$ 

(32) 

- 

- 

Per Share . 

$ 

(0.04) 

- 

- 

Net income . 

$ 

1,752 

1,588 

(bXc) 

Per Share . 

$ 

2.18 

1.96 

(bXc) 

Cash dividends declared 





Per Share 

$ 

0.70 

0.61 

+ 15 

Net cash provided by operating activities 

$ 

3,716 

3,134 

+ 19 

Capital spending (<J ) . 

$ 

2,288 

2,008 

+ 14 

Cash dividends paid. 

$ 

540 

462 

+ 17 

Acquisitions and investments 





in affiliates . 

$ 

355 

1,376 


Purchases of treasury stock . 

$ 

549 

464 


Return on average shareholders’ equity (f > 

®/o 

27.0 

27.2 



(a) Fiscal years 1994 and 1993 consisted of 53 and 52 weeks, respectively. The estimated favorable impact 
of the 53rd w eek on 1994 earnings was $54.0 ($34.9 after-tax or $0.04 per share). 

(b) These comparisons are affected by a $16.8 after-tax gain ($0.02 per share) in 1994 arising from a public 
share offering by PepsiCo’s BAESA joint venture and a $29 9 charge ($0.04 per sliare) in 1993 clue to 
1993 US. tax legislation. See Notes 4 and 17, respectively. 

(c) These comparisons are not meaningful because of two accounting changes in 1994. See Notes 13 and 14. 

(d) Included noncash amounts related to capital leases of $35 in 1994 and $26 in 1993. 

(e) Included noncash amounts, principally treasury* stock issued, of $39 in 1994 and $365 in 1993- 

(f) Return on average shareholders’ equity was calculated using income before cumulative effect of 
accounting changes. 



























































Dear Friends: 



Wayne Calloway. Chairman of the Hoard 
anti Chief Kxet iiiive < )lfit tT 


Famines Per Share* Growth 

(In Percent. Indexed at 12/31/89) 


200 



60 

89 90 91 92 93 94 

•Earnings from continuing operations before cumulative 
effect of accxxiniing changes. i 

Cumulative Total Return 

(In Dollars Indexed at 12/31/89) 


210 



90 

89 90 91 92 93 94 


PepsiCo 

S&P Petr Average 
— S&P500 

PepsiCo has generally outperformed tire S&P 500, 
as well as the average of our peers, a combination 
of the S&P Beverages, Food and Restaurant 
groups. In 1994, PepsiCo’s return to shareholders, 
including stock appreciation plus dividends 
reinvested, underperformed our peers because of 
a midyear decline in PepsiCo’s stock price. 


As I was telling Cindy, PepsiCo had a strong year in 1994 - for the most part. 

Sales, earnings and dividends hit all-time highs. Particularly strong were domestic soft 
drinks and domestic snack foods, our two most profitable businesses. 

Our international beverage and snack businesses also had a big year. And across all 
of our international businesses, sales grew to more than $8 billion. That's bigger than 
all of PepsiCo was just nine years ago. 

On the other hand, our restaurant segment slowed down in 1994. While sales grew 
a respectable 12% and earnings were nearly three-quarters of a billion dollars, that was 
still a good bit shy of the remarkable 17% average annual growth our restaurants had 
posted for well over a decade. In response, we’ve already realigned and strengthened 
management and created some promising new programs. 

Overall, if you look over at the Financial Highlights page, you’ll see it w as a good year 
for PepsiCo, with reported earnings per share grow ing at 13%. That's faster than the 
average of our peers in the food, beverage and restaurant businesses. In fact, over the 
last five years our earnings per share have grown at a compounded annual rate of la%. 
faster than the average of our peer companies and a lot faster than tie S&P 500. 

Looking at our business as a whole, I believe PepsiCo today is strong and healthy. 

We have some challenges, of course, like getting our restaurants back up to speed and 
managing the impact of a devalued Mexican peso. Still, we anticipate solid operating 
profit growth in 1995. 

Even better, the opportunity farther out is almost breathtaking. The markets in which 
w e compete add up to over half a trillion dollars, and they’re growing. I believe we 
have a better shot at capturing a big piece of that than any other company on earth, 
which is exactly what we plan to do. 

Measuring the Business 

PepsiCo's ability to turn opportunities into success depends on two things. First, how 
we respond to changes in the marketplace. Second, the overall hea th of the company. 

Usually in these reports we talk more about how we re pursuing market opportunities 
by reaching out to consumers - things like new products and new brand strategies. 

Rest assured we continue to keep a sharp eye on the consumer, and w’e'll certainly 
report on some of w hat we’ve been doing. 

But mostly I’d like to share with you - and with Cindy - a little about the basic health 
of PepsiCo. How we measure the business. How w e gauge our progress. What we 
look at to determine if we re on the right track. 

In other words, some of the ways we evaluate and manage this big, complex, 
grow ing enterprise. 

By doing this, I hope to give you a better sense of w hy I believe PepsiCo will give 
shareholders a wonderful return on their investment over the long haul. 

Four of Our Yardsticks 

There are different ways to look at different businesses. Because PepsiCo is a very 
large, multi-line, growth-oriented consumer products company, we look primarily at 
f<nir measurements: 

• Volume, growth. 

• Operating profit growth. 

• Cash growth. 

• Investment returns. 

Here's how I th ink about them. 

Volume Growth 

Other than acquisitions, the only unassailable, completely healthy way for a consumer 
business to grow year in and year out is to sell more products. In our case this means 
selling lots more bottles of Pepsi, bags of chips, buckets of chicken. Volume growth is 
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probably the single best gauge of a consumer products company, because it tells us 
whether we’re satisfying consumers and how were doing against our competitors. 

In 1994, volume was up at nearly all our businesses, especially in beverages and 
snack foods. At Frito-Lay, for example, we had our first year of double-digit volume 
growth ever, a particularly remarkable feat when you think Frito-Lay already has been 
one of the most successful food companies in the world for years. International 
beverages had its strongest volume growth in over a decade. And our oldest business, 
domestic beverages, bounded along at a 6% rate - its best since 1988. 

Even in our restaurants, w'hich had a disappointing year overall, there were some 
encouraging volume signs. KFC’s volume growth w as the best in four years. And 
Taco Bell posted its sixth consecutive year of volume growth. During that time 
Taco Bell’s volume grew at a compounded annual rate of 11%. 

So in terms of volume growth, most of our businesses are doing just fine. 

Operating Profit Growth 

Now obviously volume has to grow in a way that’s profitable. And when you combine 
our strong volume growth with good profit margins, you’re headed for the kind of 
operating profits that would make any investor smile. Over the last five years, our 
operating profit margin has been fairly steady, averaging 11%. As a result, our operat¬ 
ing profits have grown at a compounded annual rate of 13%. 

What’s more interesting to the tough-minded among us is that w r e maintained our 
profit margins even as we were lowering prices in many of our businesses. The fact is, 
in competitive businesses like ours, it’s pretty hard to raise prices. So to stay competi¬ 
tive and keep our profit margins healthy, we work at improving the way w^e do things, 
sometimes in pretty creative ways. 

At Taco Bell, lor example, we’ve taken the kitchen, or a good part of it, out of the 
restaurant. Instead a lot of the food is prepared in central commissaries. That helped 
Taco Bell to offer top-quality products at terrific prices and achieve operating profit 
growth greater than almost any big chain for nearly a decade. 

So based on operating profit growth, PepsiCo is also in excellent shape. 

Cash Growth 

One of my favorite measures of financial strength, and one that says an awful lot about 
PepsiCo, is cash. I’m talking about what’s left after w'e pay for things like labor and 
raw materials. 

All three of our business segments generate operating cash and plenty of it - 
totaling nearly $5 billion in 1994. And that's been growing steadily. Our segment 
operating cash grew- at 9% in 1994 and at a compounded annual rate of 13% over the 
past five years. 

It’s easy to see why a business that produces cash probably has brighter prospects 
than one that doesn’t. But a very strong cash flow, like we produce, gives us the finan¬ 
cial muscle to grow r year after year. Part of the reason is that a strong cash flow allows 
us to easily - and comfortably - borrow' money if we need it to take advantage of 
market opportunities. 

We have a very deliberate strategy for flexing that financial muscle. Our first priority 
is to make capital investments in our existing businesses. Second, w^e acquire new r 
businesses closely related to either beverages, snacks or restaurants. Third, we buy 
back PepsiCo shares. 

Over the last live years with our strong cash flow we’ve been able to invest over 
$8 billion in existing businesses, invest nearly $4 billion in new' ones, pay $2 billion in 
dividends and repurchase more than $1 billion w r orth of PepsiCo stock. 

Investment Returns 

Of course w hen you’re investing $3 billion a year, as w r e did in 1994, it’s important to 
be smart about it. That's where our fourth measurement comes in. We look for our 
individual investments to produce returns well over our 11% cost of capital. And the 
higher those returns are, the more value we create for our shareholders. 


Volume Growth 

On Percent) 



5-year Compounded Rate 
■I 1994 

Volume growth has been strong 
in most of our businesses over - 5.3 
the last five years. In 1994, growth 
accelerated in beverages and snack foods, allliough 
it slowed in restaurants. 

•Domestic only. 


Net Sales 
Total: $28,472 

($ in Millions) 



Beverages $9,687 
34% 


Snack Foods $8,264 
29% 


Restaurants $10,521 
37% 


Segment Operating Profits 
Total: $3,324 

($ in Millions) 



Beverages $1,217 
37% 


Snack Foods $1,377 
41% 


Restaurants $730 
22 % 


Sales continue to be fairly evenly split, 
although operating profits continue to 
be led by snack foods. 


Net Sales 
Total: $28,472 

($ in Millions) 


Domestic $20,246 
71% 


International $8,226 
29% 



Segment Operating Profits 
Total: $3,324 

($ in Millions) 



Domestic $2,706 
81% 


International $618 
19% 


Over the last 10 years, international has more 
than doubled its share of sales and profits. 













If you look at our investment in PepsiCo overall, measured by our return on equity, 
the results are excellent. In 1994 our return on equity was 27%, nearly our best in a 
decade. And over the last five years it’s averaged about 25%. 

Putting It All Together 

So. as I pointed out to Cindy, these four ways we measure and manage our business - 
volume growth, operating profit growth, cash growth and investment returns - tell me 
PepsiCo is thriving. I hope you get the same feeling. 

Taken all together they offer a clear sign that PepsiCo is strong and growing stronger. 
Even more important, they tell me that PepsiCo is ready and able to seize the 
opportunities of its half-trillion-dollar marketplace. 

Ill share some more specifics later in this report when I talk about beverages, snacks 
and restaurants individually. 

Measuring Our People 

As important as numbers are to a company, the most important measure is not 
numerical, it’s human. 

How r well are your executives doing? How about your store managers? Your sales 
people? Your line workers? 

Each year I ask myself if the people who are responsible for our business are getting 
better. The answer in 1994 is yes, in a big w r ay. All across our company I see talent 
emerging. Each year I personally review* the progress of nearly 800 people in PepsiCo, 
and my conclusion this year is this: Our people are doing great. 

In fact, a recent book on the subject said PepsiCo people are the most sought-after in 
business, by corporations across America and around the globe. Having met a few 
thousand of them, I certainly know why. I’d like to thank all our people, all 471,000 of 
them, for their skill, dedication and hard work. They make my life a joy. 

New Board Member 

Speaking of great people I’d like to take this opportunity to introduce Franklin Thomas, 
the newest member of our Board of Directors. Frank has served 15 years as president 
of the Ford Foundation, the world’s largest philanthropic foundation. Under his 
direction, the organization’s endowment nearly tripled. Frank’s worldwide experience 
and vision will serve PepsiCo very well. We welcome him to the family. 

A Glorious Future 

So, with opportunities greater than any company on earth - in my unbiased opinion - 
and nearly a half million bright, talented and resourceful members of the PepsiCo 
family passionately pursuing them, I’m confident that PepsiCo’s future will be even 
more glorious than its past. 

Please read on to learn more about why. 



C — 



Wayne Callow r ay 

Chairman of the Board and Chief Executive Officer 


Segment Operating Cash* Growth 

(In Percent) 



Segment operating cash 'Continued to grow, yielding 
$4.9 billion in 1994. All three segments contributed 
to our positive cash flow covering their own capital 
spending needs with casi to spare. 

•Segment operating cash is srgment operating profits before 
depredation and amottizatk n, and excludes capital spending. 


Consolidated Cash Flows 

($ in Billions) 



90 91 92 93 94 


Consolidated Net Cish Provided by Operating 
Activities 

Cash Expended for Capital Investments. 
Acquisitions. Share Repurchases and Dividends 


Consolidated net cash flows from operations 
largely funded capita spending, acquisitions, 
share repurchases and dividends. 


Segment Capifcd Spending 
Total: $2,281 

($ in Millions) 



Snack Foods $532 
23% 


Beverages $677 
30% 


Restaurants $1,072 
47% 


Segment Capital Spending 
Total: $2,281 

($ in Millions) 



Domestic $1,485 
65% 


International $796 
35% 


Total segment capital spending increased 15%. 
Restaurants declined slighdy as a percent of 
the total. Most of the increase went to beverages, 
where we’re expanding our alternative 
beverages in the U.S and investing in emerging 
international markets. 
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Intit xJuccd 1898. 

Estimated 1994 

Retail Sales: $17.9 Billion. 



Introduced 1957. 
Estimated 1994 
Retail Sales: 

$1.2 Billion. 

(Sold outside the L S I 



Introduced 1964. 
Estimated 1994 
Retail Sales S4 2 Billion 



Acquired 1964. 
Estimated 1994 
Retail Sales: $3.2 Billion. 


Chairman’s Perspective 

Our beverage business had a 
terrific year - its test volume 
growth since 1988. Worldwide 
volume grew' by 8%. Profits grew 
by $108 million, or 10%. 

Not bad for a business whose 
flagship product - Brand Pepsi - 
is about 100 years old. It s also a 
clear sign that innovation and live¬ 
ly competition can really stimulate 
this business. 

In the U.S., w r e started the year 
w ith three goals. First, to reinvigo¬ 
rate our core soft drink business. 
Second, to teat back the advance 
of private label soft drinks. And 
third, to accelerate our expansion 
into higher-growth alternative bev¬ 
erages - things like tea, sports 
drinks, juices and bottled water. 

Now, in fairness, w r e knew 7 from 
the outset that if we accomplished 
the first goal, we’d have a big head 
start on the second. But the fact 
is, we accomplished all three. Let 
me explain what w r e did. 

To add some fizz to our carbon¬ 
ated soft drink business and teat 
private labels at their ow r n game, 
we streamlined our organization 
and cut costs - so w r e could price 
our products more aggressively. 

We also gave consumers some 
things private labels don't, like 
exciting promotions and innova¬ 
tive, convenient packages. 

The results w ere spectacular. 

For example, in supermarkets, the 
largest distribution channel, vol¬ 
ume jumped, with Brand Pepsi 
up 15% and Diet Pepsi up 8%. 

The Cube, our easy-to-store 24- 
pack, increased our total 24-pack 
volume by nearly 80%. With all 
that going on, private label share 
growth stopped. 

On our third goal, expanding our 
alternative beverage business, our 
progress w as even more dramatic. 
Volume doubled in 1994. Our 
ready-to-drink Lipton tea became 
America’s test-selling iced tea. 

And All Sport, which we launched 
nationally in 1994, became the 
nation's number two sports drink. 

Outside the U.S., our growth 
strategy is a little different. We re 
using product and package inno- 


Beverages Net Sales 

% of Total Segment Net Sales 



International 

Domestic 


U.S. Soft Drink 
Consumption 

(Gallons Per Capita) 

50 


Profits grew at a five-year 
compounded annual growth 
rate of 13.2%, excluding 1989 
unusual items. 




42 

Soft drinks are thriving, 
with per capita consumption 
40 accelerating over the last 
two years. 
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Pepsi-Cola Share of its 
Beverage Categories 


Pepsi-Cola 

Share 



Pepsi-Cola products account for about one-fifth 
of the combined U.S. soft drink, tea, bottled water, 
sports drink and juice categories. 


U.S. Soft Drink Industry 
Retail Sales 



U.S. retail sales of soft drinks reached $50 
billion. Pepsi-Cola brands account for nearly 
one-third of the industry. 


vation to stimulate markets and 
give us a competitive edge. And, 
were reshaping our lx)ttling sys¬ 
tem to improve our economics. 

Pepsi Max is an example of our 
international product innovation. 
It's a great tasting low-calorie cola 
containing a sweetener not yet 
available in the United States. 

With Pepsi Max we re making 
impressive gains in countries 
where diet drinks haven't teen 
widely accepted. Already, we’ve 
introduced Pepsi Max in 27 coun¬ 
tries, and we expect to add over 
30 more in 1995. 

And in a business where big pro¬ 
duction and distribution systems 
can mean big profits, we’re dra¬ 
matically strengthening our inter¬ 
national bottling system. Our goal 
is to expand distribution as well 
as improve profit margins. For 
example. BAESA. a “superbottler” 
formed in 1993. is rapidly expand¬ 
ing our business in Brazil and 
Argentina, two of South America’s 
biggest soft drink markets. 

In vastly underdeveloped soft 
drink markets, including some of 
the most populous countries on 
earth, we’re investing very aggres¬ 
sively. Like China, where we’ll 
build 10 new bottling plants over 
die next few years. .And India, 
where we’ve expanded to most 
major cities and already captured 
about a third of the fast-growing 
soft drink market. 



You'll find more information in 
Management's Analysis. 

Management’s Analysis 

See Atanagement s A nahsis - Oi vn tew 
on page 24 for background information 
and discussion of the fifty-third neck in 
1994 and Business Segments on page 2~ 
for detailed results. Set sales and operat¬ 
ing profits within this discussion include 
the impact of the fifty-third week System 
bottler case sales of Pepsi Corporate 
brands (case sales) uere not impacted by 
the fifty-third week because they are 
measured on a calendar year basis 

1994 vs. 1993 

Worldwide net sales increased 
$1.0 billion or 12% to $9.7 billion. 
The fifty-third week contributed 
approximately 1 point to the sales 
growth with domestic and interna¬ 
tional operations benefiting by 
about 2 points and 1 point, 
respectively. Comparisons are 
affected by acquisitions, consisting 
primarily of franchised bottling 
operations in the U.S. and Asia, as 
well as the absence of certain 
small bottling operations sold or 
contributed to joint ventures (col¬ 
lectively, “net acquisitions”). Net 
acquisitions, principally domestic, 
contributed $161 million or 2 
points to wor dwide sales growth. 

Domestic sales rose $623 million 
or 11% to S6.5 billion. Net acqui¬ 
sitions contributed $158 million or 
3 points to sales growth. Volume 
growth contributed $510 million, 
driven by cartenated soft drink 
(CSD) packaged products. This 
benefit, combined with a mix shift 
to the higher-priced alternative 
beverage packaged products and 
higher concentrate and fountain 
syrup pricing. w r as partially offset 
by lower net pricing to retailers 
and a mix shift to The Cute, our 
value-priced 24-pack. The low er 
net pricing reflected increased 
price discounts and promotional 
allowances for CSD in response to 
private label competition and 
Lipton brand tea. See Note 1 
for discussion concerning classifi¬ 
cation of promotional price 
allowances. Domestic alternative 
beverages comprise primarily 
Lipton brand tea, All Sport and 
Ocean Spray lemonade products. 
CSD comprises the balance of the 
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Pepsi Corporate leverage portfolio. 

Case sales volume consists of 
sales of packaged products to 
retailers and through vending 
machines and fountain syrup by 
company-owned and franchised 
bottlers. Previously existing 
Ocean Spray products sold to 
retailers under a distribution 
agreement are not included in 
reported case sales growth. 
Domestic case sales increased 6%, 
reflecting strong double-digit 
growth in the Mountain Dew* 
brand and solid gains in Brand 
Pepsi. Case sales growth also 
benefited by strong double-digit 
growth in Lipton brand tea and 
gains in the Diet Pepsi brand. 
These advances, combined with 
the national distribution of 
All Sport and Ocean Spray Lemon¬ 
ade in 1994 and gains in the Slice 
brands, were partially offset by 
significant declines in the 
Crystal Pepsi brands. Alternative 
beverages contributed 2 points to 
the case sales growth. Case sales 
of fountain syrup grew at a slower 
rate than packaged products. 

International sales rose $426 mil¬ 
lion or 16% to $3 2 billion. This 
grow th reflected higher volume 
of $300 million, the start-up of 
company-owned Ixittling and dis¬ 
tribution operations, principally in 
Eastern Europe, and the first year 
of sales of Stolichnaya v odka 
under the 1994 appointment of an 
affiliate of Grand Metropolitan as 
the exclusive U.S. and Canadian 
distributor. Higher concentrate 
pricing was offset by an unfavor¬ 
able currency translation impact 
and lower net pricing on pack¬ 
aged products. The unfavorable 
currency translation impact reflect¬ 
ed a weaker Canadian dollar. 
Spanish peseta and Mexican peso, 
partially offset by a stronger 
Japanese yen. 

International case sales increased 
9%. reflecting strong double-digit 
growth in Asia, led by China and 
India, and solid advances in 
Latin America, as growth in 
Mexico more than offset declines 
in Venezuela. Latin America and 
Mexico represent our largest 
international case sales region 
and country, respectively. 
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International Soft Drink Industry 
Case Sales 






Pepsi-Cola brands are 
available in 195 countries 
and territories outside the 
U.S. and account for about 
one-fifth of the international 
soft drink industry. 















Double-digit advances in Eastern 
Europe and the Middle East, 
combined with single-digit 
growth in Western Europe and 
Canada, were partially offset by 
declines in Africa. Pepsi Max, a 
new low-calorie cola, aided case 
sales growth. 

Worldwide operating profits 
increased $108 million or 10% to 
$1.2 billion. The fifty-third week 
enhanced profit growth by 
approximately 2 points w ith 
domestic and international opera¬ 
tions benefiting by about 1 point 
and 2 points, respectively. 

Domestic profits increased $85 
million or 9% to $1.0 billion. 
Volume gains, driven by packaged 
products, contributed S305 million 
to profit growth. This benefit, 
combined w ith the higher concen¬ 
trate and fountain syrup pricing, 
was partially offset by higher oper¬ 
ating expenses, the lower net pric¬ 
ing to retailers, the mix shift to The 
Cube and increased product costs. 
Selling and distribution expenses 
grew at a faster rate than sales, dri¬ 
ven by higher volume-driven labor 
costs. Advertising and marketing 
costs grew r at a slow r er rate than 
sales. Administrative expenses 
declined modestly reflecting sav¬ 
ings from a 1994 consolidation of 
headquarters and field operations 
and a reduction in the scope of 
the 1992 restructuring actions, both 
discussed below. These benefits 
were largely offset by normal 
increases in administrative expens¬ 
es. The increased product costs 
reflected the mix shift to the higher 
cost alternative beverages and 
higher ingredient costs, partially 
offset by lower packaging costs. 
Alternative beverages, driven by 
Lipton brand tea, aided the profit 
growth. The domestic profit mar¬ 
gin declined slightly to 15.6%. 

In the third quarter of 1994, 
Pepsi-Cola reversed into income 
S24.2 million of the $115.4 million 
restmcturing accrual established in 
1992 and. in the third and fourth 
quarters, recorded additional 
charges totaling $22.3 million, pri¬ 
marily reflecting management s 
decision to further consolidate 
field and headquarters operations. 
The 1994 charges cover severance 


costs associated with employee 
terminations and relocation costs 
for employees who, in 1994, have 
accepted offers to relocate. See 
1993 vs. 1992 discussion for a 
description of the 1992 restructur¬ 
ing charge. 

The $24.2 million reversal reflects 
both refinements of the estimates 
originally used to establish the 
accrual, principally for costs asso¬ 
ciated with displaced employees, 
and management's decision to 
reduce the scope of the restructur¬ 
ing. The nationwide implementa¬ 
tion of several of the anticipated 
administrative and business 
process redesigns has been com¬ 
pleted, with the balance of the 
redesigns projected to be complet¬ 
ed over the next three years. 

The benefits of the restructuring 
activities, w hen fully implemented, 
were originally projected to be 
approximately $105 million annu¬ 
ally, based on reduced employee 
and facility costs. The current 
projection of annual benefits from 
these sources has decreased to 
approximately S40 million reflect¬ 
ing, in part, the reduced scope of 
the restructuring. While difficult 
to measure, in 1994 Pepsi-Cola 
estimated other sources of benefits 
from the restructuring of approxi¬ 
mately $90 million annually, based 
on centralization of purchasing 
activities and incremental volume 
and pricing from improvements in 
administrative and business 
processes. These additional 
sources of benefits, although iden¬ 
tified when the 1992 restructuring 
accrual was established, were not 
included in the projected annual 
benefits due to significant uncer¬ 
tainties and difficulties in quantify¬ 
ing the amounts, if any. of such 
benefits. Due to delays in imple¬ 
menting some of the restructuring 
actions, full realization of the 
expected benefits also has been 
delayed. Benefits in 1994 were 
offset by incremental costs associ¬ 
ated w r ith the continued develop¬ 
ment and implementation of the 
restructuring actions. This offset is 
expected to continue into 1995. 
Net benefits are expected to begin 
in 1996 and to increase annually 
until fully realized in 1998. All 


benefits derived from the restruc¬ 
turing actions will be reinvested in 
the business to strengthen our 
competitive position. 

International profits increased 
$23 million or 13% to $195 mil¬ 
lion. Net acquisitions reduced 
profits by $9 million or 5 points. 
The increased profits reflected vol¬ 
ume growth of $75 million, led by 
concentrate shipments. This ben¬ 
efit, combined w r ith a decline in 
advertising and marketing expens¬ 
es not attributed to volume 
growth, was partially offset by 
increased field and headquarters 
administrative expenses, start-up 
losses, principally in Eastern 
Europe, and an unfavorable cur¬ 
rency translation impact, primarily 
from the Mexican peso and the 
Canadian dollar. The increased 
administrative expenses reflected 
costs to support expansion in 
developing markets. The higher 
concentrate pricing w r as partially 
offset by a decline in finished 
product sales to franchised bot¬ 
tlers, principally in Japan, and 
the low r er net pricing on pack¬ 
aged products. Increased profits 
from the first year of sales of 
Stolichnaya, under the 1994 
appointment of an affiliate of 
Grand Metropolitan as the exclu¬ 
sive U.S. and Canadian distributor, 
aided profit growth. The new r 
Pepsi Max product significantly 
contributed to profit growth. 

Profits increased in Latin America, 
led by Mexico, and in Western 
Europe, reflecting significantly 
reduced losses in Germany. 

Profits also grew r in Asia, reflecting 
advances in Japan. The profit 
growth was restrained by start-up 
losses in Eastern Europe and 
declines in Canada, reflecting pri¬ 
vate label competition. The inter¬ 
national profit margin remained 
relatively unchanged at 6.2%. 

The 1992 restructuring actions to 
streamline the acquired Spanish 
franchised bottling operation were 
substantially completed in 1994. 
These actions have resulted in 
total savings approximating $15 
million in 1994, with total annual 
savings expected to grow to about 
$20 million in 1995, consistent 
with our original projection. 



Introduced 1984. 
Estimated 1994 
Retail Sales: 

S590 Million 



Acquired 1986 
Estimated 1994 
Retail Sales: $1.9 Billion. 
(PepsiCo owns brand 
7UP outside the U.S.) 



Acquired 1986. 
Estimated 1994 
Retail Sales: 
$150 Million. 



Introduced 1989. 






Distributed since 1991. 



Introduced 1993. 
Estimated 1994 
Retail Sales: $294 Million 
(Sold outside the U.S.) 



Introduced 1994 
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These savings will continue to be 
reinvested in our businesses to 
strengthen our competitive 
position. 

The significant devaluation of the 
Mexican peso in late 1994 and 
early 1995 did not materially 
impact 1994 international bever¬ 
age operating profits. However, 
because Mexico, our largest profit 
country, represented approximate¬ 
ly 22% of international beverage 
operating profits in 1994, the 
devaluation and its related effects 
are expected to have an unfavor¬ 
able impact on 1995 operating 
profits. The operations in Mexico 
have begun to take actions to 
increase volume, enhance net 
pricing and reduce costs, includ¬ 
ing evaluating alternative sourcing 
of raw materials. Nonetheless, 
significant uncertainties remain in 
Mexico and. as a result, it is not 
possible to quantify the impact. 
International beverages has also 
begun to take actions in several 
other countries in 1995 to help 
mitigate the impact. 

1993 vs. 1992 

Worldwide net sales increased 
$1.0 billion or 14% to $8.6 billion. 
Comparisons are affected by net 
acquisitions, consisting primarily 
of acquisitions of franchised bot¬ 
tling operations in Spain and the 
IJ.S., as well as the absence of 
results of certain small internation¬ 
al bottling and distribution opera¬ 
tions .sold or contributed to a joint 
venture. Net acquisitions con¬ 
tributed $697 million or 10 points 
to worldwide sales growth. 

Domestic sales grew' $433 million 
or 8% to $5.9 billion. Acquisitions 
contributed $222 million or 4 
points of domestic sales growth. 
Volume growth, driven by new 
products, contributed approxi¬ 
mately’ $170 million. The balance 
of the sales growth reflected a mix 
shift to new products w ith higher 
net prices, principally the new 
Lipton Original brand readv-to- 
drink tea products and certain 
Ocean Spray brand juice products. 

Domestic case sales increased 
3%, reflecting the impact of 
the late 1992 introduction of 
Crystal Pepsi and Diet Crystal 


Pepsi brands, the growth in 
Mountain Dew brands and the 
expanded distribution of new' 
Lipton brand tea products. Case 
sales of fountain syrup grew at 
the same rate as packaged prod¬ 
ucts. Excluding the Lipton prod¬ 
ucts, case sales volume grew 2%, 
driven by a double-digit increase 
in Mountain Dew. Case sales 
of the Crystal Pepsi brands offset 
a decline in brands Pepsi and 
Diet Pepsi. 

International sales rose $600 mil¬ 
lion or 28% to $2.7 billion. Net 
acquisitions contributed $476 mil¬ 
lion or 22 points of sales growth. 
The balance of the sales growth 
reflected higher concentrate pric¬ 
ing. led by Latin America as well 
as the start-up of company-owned 
distribution operations in France 
and Eastern Europe. Sales growth 
was depressed by’ the unfavorable 
currency translation impact of a 
stronger U.S. dollar in both con¬ 
centrate and bottling operations. 

A small decline in existing bottling 
operations reflected lower pricing 
in Germany-, largely offset by 
higher prices and volumes in 
Greece. 

International case sales rose 7%. 
Excluding the new ly acquired KAS 
flavor brands in Spain, internation¬ 
al case sales grew 5%. This per¬ 
formance reflected solid advances 
in Lit in America as well as dou¬ 
ble-digit growth in Asia, led by- 
China and Pakistan, and in Eastern 
Europe, led by Turkey and 
Hungary^. The Middle East, partic¬ 
ularly Saudi Arabia, also con¬ 
tributed to case sales growth. 

Worldwide operating profits 
increased $310 million or 39% to 
$1.1 billion. Excluding die 1992 
restructuring charges totaling $145 
million ($115.4 million for domes¬ 
tic and $29.6 million for interna¬ 
tional). profits were up 18%. 

The 1992 domestic charge arose 
from an organizational restructur¬ 
ing designed to improve customer 
focus by realigning resources con¬ 
sistent with Pepsi-Cola’s “Right 
Side Up” operating philosophy, as 
w ell as a redesign of key adminis¬ 
trative and business processes. 

The organizational restructuring 
was completed in 1992. The 


redesign of core processes is 
ongoing. The charge included 
provisions for costs associated 
with redeployed and displaced 
employees, the redesign of core 
processes and office closures. 

The international restructuring 
charge, which related primarily to 
displaced employees. included 
S18.5 million to streamline the 
acquired Spanish franchised bot¬ 
tling operation. This amount rep¬ 
resented 30% (PepsiCo's owner¬ 
ship interest prior to the acquisi¬ 
tion of the remaining interest) of 
the total cost of the streamlining. 
The remaining $11.1 million of the 
charge represented costs associat¬ 
ed with streamlining the world¬ 
wide field management organiza¬ 
tion w’hich w as substantially com¬ 
pleted in 1993- 

The costs provided for in these 
domestic and international restruc¬ 
turing actions and the related sav¬ 
ings are principally of a cash 
nature. The benefits of the com¬ 
pleted international worldwide 
actions resulted in annual savings 
of S7 million, as originally project¬ 
ed. The savings will continue to 
l4e reinvested in the business to 
strengthen our competitive 
position. 

Domestic profits increased $250 
million or 37% to $937 million. 
Excluding the 1992 restructuring 
charge, profits grew $135 million 
or 17%. Volume gains, led by 
new’ products, contributed about 
$90 million to profits. The com¬ 
bined benefit of low r er packaging 
and ingredient costs and the 
favorable product mix shift was 
largely offset by higher operating 
expenses. Profit growth also ben¬ 
efited from a $12 million reduc¬ 
tion in retiree health care expense 
due to 1993 plan amendments 
described in Note 12, as well as a 
$9 million credit arising from a 
net adjustment of accruals related 
to prior years' acquisitions. 
Promotional costs were about 
even with last year; however, sell¬ 
ing and administrative expenses 
grew r at a faster rate than sales 
due to transitional costs to sup¬ 
port the organizational and 
process redesign initiatives dis¬ 
cussed above. This higher level 


U.S. Soft Drink Industry Sales to 
Supermarkets by Package 



Consumption 

(Gallons Per Capita) 


U.S. Soft Drink Industry 7 
Distribution Channels 



Sales of Pepsi-Cola brands in supermarkets, the 
largest distribution channel, were up 8.9%. 


Estimated annual per capita consumption 
of soft drinks around the world is low r 
compared to the U.S. In emerging markets 
such as China and India, per capita 
consumption is less than one gallon a year. 
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of selling and administrative costs 
as a percentage of sales is expect¬ 
ed to continue until the benefits 
of these initiatives are realized. 
Sales of the new higher-margin 
Lipton Original brand tea prod¬ 
ucts resulted in a significant con¬ 
tribution to profit growl h. The 
Crystal Pepsi products particularly 
aided first quarter results, but did 
not significantly impact full year 
profits. The domestic profit mar¬ 
gin, excluding the 1992 restructur¬ 
ing charge, grew over 1 point 
to 15.8%. 

Internationa profits increased 
$60 million oi 53% to $172 mil¬ 
lion. Excluding the 1992 restruc¬ 
turing charge, profits grew $30 
million or 21%. The profit 
advance, led by Latin America, 
reflected higher concentrate pric¬ 
ing in excess of increased operat¬ 
ing expenses, and concentrate 
shipment growth that contributed 
about $15 million. These benefits 
w ere partially offset by increased 
losses in company-owned bottling 
and distribution operations, led 
by Germany. Start-ups of distrib¬ 
ution operations also contributed 
to the increased losses. Unfavor¬ 
able currency translation impacts, 
principally in concentrate opera¬ 
tions. also negatively affected 
profit growth A profit decline in 
bottling operations in Japan, due 
to increased operating expenses, 
was offset by growth in Canada, 
reflecting administrative cost 
reductions through consolidation 
of support functions in recently 
acquired operations. The 
Canadian improvement was 
achieved despite a $12.2 million 
fourth quarter 1993 charge to fur¬ 
ther streamline operations and 
strengthen its competitive posi¬ 
tion. Offsetting this effect was an 
$11.9 million credit in the second 
quarter of 1993 related to a settle¬ 
ment of litigation with a former 
franchised Ix^ttler in Europe. The 
international profit margin, exclud¬ 
ing the 1992 restructuring charge, 
declined almost one-half point to 
6.3%. Excluc ing the impact of the 
low er margin net acquisitions, the 
profit margin grew- 1 point. 
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Snack Foods 


Chairman’s Perspective 



Introduced 1932. 
Estimated 199*4 
Retail Sales. 

$715 Million 



Intnxluced 1938 
Estimated 1994 
Retail Sales: 

$1.4 Billion. 



Introduced 1948. 
Estimated 1994 
Retail Sales: 

$835 Million. 


Our snack food business had a 
great year. Worldwide volume 
was up 14% and profits were up 
$187 million, or 16%. And, as far 
as I can tell, the growth opportu¬ 
nity is virtually unlimited. 

Frito-Lay, our U.S. snack com¬ 
pany, has been around for 
decades and is growing faster 
than ever. There are really two 
keys to tapping this highly- 
expandable market. 

First, it’s important to make 
products easily accessible to 
consumers. With about 13,000 
salespeople and nearly 400,000 
retail customers, Frito-Lay's 
growing distribution system 
already dwarfs even its largest 
national competitor. 

The next step is to create 
enough interest and excitement 
among consumers to grow not 
just your own share of the mar¬ 
ket, but the market itself. 
Advertising and promotions 
obviously play a role in that. But 
year after year, Frito-Lay creates 
more interest and excitement 
than anyone else in the business 
by continually introducing terrif¬ 
ic new products and exciting 
twists on established brands. 

The launch of Wavy Lay's 
brand and Lay’s KC Masterpiece 
Barbecue Flavor brand potato 
chips, for example, added more 
than $300 million to retail sales 
of our Lay’s potato chip brand, 
which was already over a billion 
dollar seller. 

For Americans who love snack¬ 
ing but hate fat, we’re adding 
reduced-fat products - and I 
believe this is a whole new cate¬ 
gory of opportunity for us. 
Volume of our Rold Gold brand 
pretzels, naturally low in fat, 
jumped almost 60% in 1994. 

And we introduced a fat-free 
Rold Gold pretzel, plus Baked 
Tostitos, a low-fat cousin of our 
nearly $600 million Tostitos 
brand tortilla chip. W T ith still 
more new products on the way, 
low-and reduced-fat snacks 
could be a big business for us in 
a few years. 


Snack Foods Net Sales 

% of Total Segment Net Sales 
($ in Millions) 

8264 





7027 




6132 




5250 



39% 

4767 







38% 


27% 

29% 

36% 



73% 

71% 

64% 

62% 

61 % 

90 

91 

92 

93 

94 


International 

Domestic 


The five-year compounded 
annual growth rate was 15.5%. 





Snack Foods Operating 
Profits 

% of Total Segment 
Operating Profits 
($ in Millions) 


1377 



International 

Domestic 


The five-year compounded 
annual growth rate was 12.2%, 


U.S. Snack Chip Industry 
Retail Sales 



U.S. retail sales of snack chips reached $11.7 billion. 
Frito-Lay accounted for more than half. 
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U.S. Snack Food Industry 
Retail Sales 


But even as we pursue the enor¬ 
mous opportunity at Frito-Lay, 
we’re rapidly developing our 



business in scores of internation¬ 
al markets, where snacking isn't 
yet a national sport. 

We re already the world’s 
largest producer of snack chips 
outside the l.S. But we re rapid¬ 
ly expanding by introducing new 
products where were already 
established, and investing 
aggressively in exciting new 


markets, like China. 



U.S. Snack Chip 
Consumption 

(Lbs. Per Capita) 




Helped by Frito-Lay, U.S. 
snack chip consumption 
climbed to 17.3 pounds 
per person. 


U.S. retail sales of snack foods, including such things as 
chips, candy, cookies, puddings, dips, nuts and other 
items, totaled more than $60 billion. Frito-Lay's share 
was $7 billion, or 12%. 


Being the biggest kid on the 


global block gives us some pow¬ 
erful advantages over our inter¬ 
national competitors. We have a 
broad portfolio of products that 
can be adapted for other mar¬ 
kets. For example, our 
American-born Doritos brand 
has been so popular since we 
introduced it in the United 
Kingdom in 1994. that we re 
adding a production line to keep 
up with demand. 

We also have more snack 
manufacturing experience and 
technologica expertise than 
anyone on earth. And. as our 
international markets grow, we ll 
begin to achieve the kind of 
scale that can dramatically 
improve our efficiency - and our 
profit margins. 

Now, here are some more 
specifics in our Management's 
Analysis. 


Management’s Analysis 

See Management s A nafysis - (hvrt'ieiv 
on page 24 for background informa¬ 
tion and discussion of the fifty-third 
week in 1994 and Business Segments 
on page 27for detailed results Set 
sales and operating profits within 
this discussion include the imjxict of 
the fifty-third n vek while pound and 
kilo growth hare been adjusted to 
exclude its impact. 

1994 vs. 1993 

Worldwide net sales rose $1.2 
billion or 18% to $8.3 billion. 

The fifty-third week contributed 
approximately 2 points to the 
sales growth with domestic and 
international operations benefit¬ 
ing by about 2 points and 1 
point, respectively. 

Domestic sales grew $646 mil¬ 
lion or 15% to S5.0 billion, 
reflecting volume growth of 
$660 million Volume gains 
reflected growth in most major 
brands and line extensions of 
existing products. Sales growth 
was further aided by increased 
promotional price allowances 
and marketing programs to 
retailers, which are reported as 
marketing expenses and there¬ 
fore do not reduce reported 
sales. See Note 1 for further dis¬ 
cussion concerning classification 
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of promotional price allowances. 
Higher gross pricing was offset 
by a sales mix shift to larger, 
value-oriented packages and 
products with lower gross prices. 

Total domestic pound volume 
advanced 13%. This perfor¬ 
mance was led by strong dou¬ 
ble-digit growth in Lay's brand 
potato chips, reflecting the suc¬ 
cessful promotion of Wavy Lay’s 
brand potato chips and growth 
of Lay’s KC Masterpiece 
Barbecue Flavor brand potato 
chips, Rold Gold and Rold Gold 
Fat Free Thins brand pretzels 
and Tostitos brand tortilla chips, 
driven by Restaurant Style 
Tostitos brand and the expanded 
distribution of Baked Tostitos 
brand. Doritos brand tortilla 
chips had solid single-digit vol¬ 
ume growth while Fritos brand 
corn chips and Chee*tos brand 
cheese flavored snacks reflected 
low' double-digit growth. Ruffles 
brand potato chips show r ed 
modest growth. 

International sales rose $592 
million or 22% to $3.3 billion. 
Confectioneries (primarily candy 
and cookies) account for 
approximately 30% of interna¬ 
tional snack food sales. 
Acquisitions contributed $67 mil¬ 
lion or 2 points to sales growth. 
The balance of the sales growth 
was driven by higher volumes, 
w r hich contributed $590 million, 
led by successful promotions by 
the Sabritas snack chip and 
candy business in Mexico. A 
favorable brand mix shift to 
higher-priced products, primarily 
in Latin America and the U.K., 
and higher pricing w r ere largely 
offset by the unfavorable curren¬ 
cy translation impact of a 
stronger U.S. dollar, principally 
against the Mexican peso. 

International kilo growth is 
reported on a systemwide basis, 
which includes both consolidat¬ 
ed businesses and joint ventures 
operating for at least one year. 
Systemwide snack chip kilos 
rose 16%, led by strong double¬ 
digit growth at Sabritas, in Spain 
and Brazil and solid gains in the 
U.K. Systemwide confectionary 
kilos also grew r 16%, reflecting 


International Snack Chip Industry 
Retail Sales 



U.S. grew almost three times 
as fast as the industry. 
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double-digit advances at Gamesa 
and Sabritas and gains in Egypt 
and Poland. 

Worldwide operating profits 
increased $187 million or 16% to 
$1.4 billion. The fifty-third week 
enhanced profits by approxi¬ 
mately 2 points with domestic 
and international operations 
benefiting by about 3 points and 
1 point, respectively. 

Domestic profits grew $124 
million or 14% to $1.0 billion. 

This performance reflected 
strong volume growth, which 
contributed S340 million. This 
growth was partially offset by 
the impact of increased operat¬ 
ing and manufacturing costs and 
an unfavorable sales mix shift 
to lower-margin packages and 
products. Increased operating 
costs were driven by higher sell¬ 
ing, distribution and new system 
costs in addition to increased 
investment in marketing costs to 
maintain strong momentum in 
1995. Increased capacity' costs 
were partially offset by manufac¬ 
turing efficiencies. Higher veg¬ 
etable oil costs were substantial¬ 
ly offset by lower packaging and 
potato costs. Increased promo¬ 
tional price allowances and mer¬ 
chandising support largely offset 
higher pricing on certain brands. 
The domestic profit margin 
remained relatively unchanged 
at 20.5%. 

Though difficult to forecast, 
there are no material changes 
expected in potato costs for 
1995. However, potato prices 
have been less predictable in 
recent years due to weather con¬ 
ditions. Vegetable oil prices are 
expected to decline slightly from 
the high 1994 levels while the 
cost of packaging is expected to 
increase. 

International profits increased 
$63 million or 22% to $352 mil¬ 
lion. Higher volumes con¬ 
tributed $95 million to interna¬ 
tional profit growth, led by 
Sabritas. The combined impact 
of the favorable product and 
package mix shifts, primarily in 
the U.K. and Latin America, and 
modestly higher pricing w r ere 
more than offset by higher direct 


and administrative costs and an 
unfavorable currency translation 
impact from the Mexican peso. 
Higher direct costs resulted pri¬ 
marily from investment initiatives 
to build brand equity and 
enhance distribution channels in 
Mexico. Profit growth w^as also 
dampened by the lapping of last 
year’s noncash credit of $6.1 mil¬ 
lion resulting from the decision 
to retain a small snack chip busi¬ 
ness in Japan previously held for 
sale. The international profit 
margin remained relatively 
unchanged at 10.8%. 

The international restructuring 
charge in 1992 related primarily 
to actions to consolidate and 
streamline the Walkers business 
in the U.K. that w r ere substantial¬ 
ly completed during 1994. 

These actions are estimated to 
result in annual savings of about 
$32 million, w r hich continue to 
be reinvested in the business to 
strengthen our competitive posi¬ 
tion. See 1993 vs. 1992 discus¬ 
sion for a further explanation of 
the 1992 restructuring charge. 

Strong double-digit profit 
growth at Sabritas was driven by 
higher snack chip and candy 
volumes. This benefit, com¬ 
bined with a favorable product 
mix shift to higher-margin snacks 
and low r er manufacturing over¬ 
head and administrative costs, 
more than offset increased pota¬ 
to costs, higher promotional 
spending and an unfavorable 
currency translation impact. 

Walkers profits advanced at a 
strong double-digit rate, driven 
by a favorable product mix shift, 
reflecting increased sales of 
higher-margin branded products 
and the elimination of most 
lower-margin private label prod¬ 
ucts, increased volumes, low r er 
raw r material and packaging costs 
and lower manufacturing 
expenses resulting from the 1992 
restructuring actions. These 
benefits offset start-up costs 
related to the launch of Doritos 
brand tortilla chips which 
exceeded incremental profits 
generated. 

Gamesa posted strong profit 
growth on a relatively small 


base, reflecting a favorable pack¬ 
age mix shift to higher-margin 
single serve products and low er 
manufacturing overhead and 
administrative costs resulting 
from cost reduction initiatives. 
These benefits w r ere partially off¬ 
set by higher product costs, sell¬ 
ing and distribution costs associ¬ 
ated w r ith the expansion of a 
direct delivery’ system and an 
unfavorable currency translation 
impact. 

The significant devaluation of 
the Mexican peso in late 1994 
and early 1995 did not materially 
impact 1994 international snack 
food operating profits. However, 
because Sabritas and Gamesa 
combined represented approxi¬ 
mately 63% of international 
snack food operating profits in 
1994, the devaluation and its 
related effects are expected to 
have an unfavorable impact on 
1995 operating profits. Sabritas 
and Gamesa have begun to 
increase pricing and reduce 
costs, including evaluating alter¬ 
native sourcing of raw* materials. 
Nonetheless, significant uncer¬ 
tainties remain in Mexico and, as 
a result, it is not possible to 
quantify' the impact. International 
snack foods has also begun to 
take actions in several of its 
other countries in 1995 to help 
mitigate the impact. 

1993 vs. 1992 

Worldwide net sales rose $895 
million or 15% to $7.0 billion. 
Comparisons are affected by 
international acquisitions, con¬ 
sisting principally of the securing 
of a controlling interest in the 
Gamesa (Mexico) cookie busi¬ 
ness and the buyout of the joint 
venture partner at Hostess 
Frito-Lay (Canada), both in 1992. 
as well as the 1993 reconsolida¬ 
tion of a small snack chip busi¬ 
ness in Japan previously held for 
sale (collectively, “acquisition 
activity’ ). Acquisition activity 
added $383 million or 7 points 
to the worldwide sales growth. 

Domestic sales grew $415 mil¬ 
lion or 11% to S4.4 billion. 
Volume growth contributed $320 
million to the domestic increase. 



Acquired 1958 
Estimated 1994 
Retail Sales: $1.4 Billion. 



Acquired 1961. 

Estimated 1994 
Retail Sales: $283 Million 



Intit >duced 1966 
Estimated 1994 
Retail Sales SI.5 Billion. 



Introduced 1981. 
Estimated 1994 
Retail Sales: S592 Million 
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Snack Foods 


Snack Foods 



Introduced 1986. 

Estimated 1994 

Retail Sales: $101 Million. 



Acquired 1989. 

Estimated 1994 

Retail Sales $42$ Million. 

(Sold outside the U S.) 



Introduced 1991 
Estimated 199* 

Retail Sales: $2 *2 Million 



Acquired 1992 
Estimated 1994 
Retail Sales S13 7 Million 
(Sold outside the U S.) 


Sales growth also reflected high¬ 
er effective pricing through 
lower package weights, partially 
offset by a sales mix shift to larg¬ 
er. value-oriented packages and 
products with lower gross prices. 
The higher effective pricing was 
mitigated by increased promo¬ 
tional price allowances to retail¬ 
ers, which are reported as mar¬ 
keting expenses and therefore 
do not reduce reported sales. 

Total domestic pound sales 
advanced 8%, reflecting double¬ 
digit growth in Lay s brand 
potato chips, Doritos and 
Tostitos brand tortilla chips and 
Rold Gold brand pretzels. 

International sales rose $480 
million or 22% to $2.6 billion. 
Acquisition activity contributed 
$383 million or 18 points to the 
increase. The balance of the 
sales growth, led by the Sabritas 
snack chip and candy business 
in Mexico, reflected higher vol¬ 
umes, which contributed $150 
million, and higher pricing. This 
grow th was partially offset by 
the unfavorable currency transla¬ 
tion impact of a stronger U.S. 
dollar, principally against the 
British pound. 

International systemwide snack 
chip volume rose 5%, led by 
double-digit growth in Canada 
and Turkey and gains at Sabritas 
and in the U.K. Confectioneries 
(primarily candy and cookies) 
account for about 30% of report¬ 
ed international snack food 
sales. Systemwide confectionery 
volume grew 7% reflecting gains 
at Gamesa and double-digit 
advances at Sabritas. 

Worldwide operating profits 
increased $205 million or 21% to 
$1.2 billion. Excluding a 1992 
international restructuring charge 
of $40.3 million, profits 
increased 16%. 

The largest component of the 
1992 restructuring charge related 
to actions, many of which were 
completed in 1993, to consoli¬ 
date and streamline the Walkers 
business in the U.K. The costs 
provided for in these restructur¬ 
ing actions and related savings 
are principally of a cash nature. 
As originally projected, these 


Top-Selling Snack Chip 
Items In U.S. Supermarkets 

(Retail Sales S in Millions) 


500 


400 



Eight of the top-10 snack chips 
were Frito-Lay brands. Tostitos 
jumped to third place and 
Rold Gold pretzels joined the list. 


U.S. Snack Chip Channels 
of Distribution 


Supermarkets and 
Grocery Stores 54% 





Frito-Lay Pound 
Share Growth In 
Supermarkets 
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Although Frito-Lay has been 
the market leader for decades, 
product initiatives have acceler¬ 
ated volume growth, resulting 
in share increases over the last 
three years. 


JJL 




Convenience 
Stores 14% 


/- 



Mass 

Merchandisers 

and 

Warehouse 
Clubs 16% 


Vending 6% 


Frito-Lay sales in all major 
distribution channels grew 
faster than industry rates. 





Other 10% 


U.S. Snack Chip Categories 
Retail Sales 


Potato Chips 40% 
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Tortilla Chips 26% 


Frito-Lay holds the leading market share in all 
major snack chip categories. 


International Snack 
Chip Consumption 

(Lbs. Per Capita) 
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Low per capita 
consumption of 
snack chips 
around the 
world means 
opportunity. 
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actions, when fully implemented, 
are currently expected to result 
in annual savings of about $35 
million, providing additional 
resources for reinvestment in the 
business to strengthen our com¬ 
petitive position. 

Domestic profits rose $125 mil¬ 
lion or 16% to $901 million. 

This performance reflected vol¬ 
ume growth, which contributed 
$165 million to domestic profits, 
and a $24 million reduction in 
retiree health care expense due 
to 1993 plan amendments 
described in Note 12. These 
benefits were partially offset by 
increased manufacturing costs 
and other operating expenses 
that exceeded the higher effec¬ 
tive pricing. The unfavorable 
sales mix shift also depressed 
profit growth. The higher manu¬ 
facturing costs reflected a tempo¬ 
rary’ increase in potato costs of 
approximately $25 million result¬ 
ing from the effects of extreme 
weather conditions in March on 
the potato crop in the Southern 
U.S. The domestic profit margin 
rose 1 point to 20.6%. 

Though difficult to forecast, 
higher prices in 1994 for veg¬ 
etable oil, resulting from the past 
summer’s flooding in the 
Midwestern IJ.S.. were expected 
to be partially offset by a decline 
in potato prices from 1993 levels. 

International profits grew $80 
million or 38% to $289 million. 
Excluding the 1992 restructuring 
charge, profits rose $39 million 
or 16%. The profit performance 
was driven by Sabritas and 
reflected higher volumes, w hich 
contributed $85 million to profit 
growth, and a $6.1 million credit 
resulting from the decision to 
retain the business in Japan. 

This growth was partially offset 
by operating cost increases, net 
of savings from the restructuring 
actions announced in 1992. that 
exceeded higher pricing, and 
unfavorable currency translation 
impacts. The international profit 
margin, excluding the 1992 
restructuring charge, declined 
one-half point to 10.9%. 
Excluding the impact of lower 
margin acquisitions, the profit 


margin increased over 1 point. 

Double-digit profit growth at 
Sabritas was driven by higher 
snack chip and candy volumes. 
Increased manufacturing and 
other operating expenses were 
partially offset by higher pricing. 

Profits in the U.K. declined due 
to an unfavorable currency trans¬ 
lation impact. Double-digit prof¬ 
it growth on a local currency 
basis reflected the cost savings 
from the 1992 restructuring 
actions, volume gains and a 
sales mix shift to higher margin 
products, partially offset by 
increased manufacturing costs. 
Profit growth was also depressed 
by the effect of a 1992 credit 
arising from the final settlement 
of pension assets related to the 
1989 acquisition of the U.K. 
operations. A decline in profits 
for Poland reflected increased 
manufacturing costs and lower 
pricing. 

Gamesa and Hostess Frito-Lay, 
both acquired midyear 1992. 
posted volume-driven profit 
growth for the comparable peri¬ 
od since acquisition; i.e., the sec¬ 
ond half of 1993 vs. 1992. 
Acquisition activity, which 
includes only the results for the 
first half of 1993 for Gamesa and 
Hostess Frito-Lay, did not, how¬ 
ever, significantly affect the lull 
year international profit 
comparison, as losses at Gamesa 
offset profits contributed by 
Hostess Frito-Lay and other 
smaller acquisitions. Gamesa 
posted a profit for the full year 
despite the first half loss. 









Restaurants 


Chairman’s Perspective 



Acquired 1977. 
Estimated 1994 
System Retail Sales: 
S6.9 Billion. 






Acquired 1978. 
Estimated 1994 
System Retail Sales: 
$4.5 Billion. 



Even though sales reached a 
record $10.5 billion, our restau¬ 
rants had a tough year. Combined 
profits at Taco Bell and KFC were 
up nearly $30 million, or 7%, but 
weak results at Pizza Hut caused 
overall profits to drop some $48 
million, or 6%. 

There were really two reasons 
for the decline. First, we were 
less successful than usual at intro¬ 
ducing the kind of big new prod¬ 
ucts that really excite consumers 
and attract lots of them to our 
restaurants. Second, with beef 
prices unusually low*, the ham¬ 
burger chains were able to keep 
their prices down. That led to 
pretty fierce price competition 
across most of die quick service 
restaurant industry. 

Keep in mind that over the last 
15 years, revenue and operating 
profits of our restaurant businesses 
have grown even faster than 
either snacks or beverages. To 
restore that kind of healthy 
growth, we’ve already taken some 
important steps. 

First, w'e put our restaurants 
under the leadership of our most 
senior operating executive, Roger 
Enrico. At the same time, w e 
combined our international restau¬ 
rant businesses - w r hich are small¬ 
er than dieir U.S. counterparts - 
for greater efficiency. 

We also have a strong lineup of 
new' products to be introduced. 

At Pizza Hut, there’s Stuffed Crust 
Pizza, w'hich has cheese inside the 
crust. Maybe most interesting is 
Taco Bell’s new' Border Lights line 
of reduced-fat tacos, burritos and 
other products. This is the first 
time any quick service restaurant 
chain has offered reduced-fat 
products that don’t compromise 
on taste. 

.And KFC continues to attract 
new’ customers w r ith the biggest 
new product in its histoiy - 
Colonel’s Rotisserie Gold chicken 
w r hich was introduced last year. 
This non-fried addition to KFC s 
menu, along with the popular 
Mega Meal promotions, is giving 
KFC customers more value 


Restaurants 
Net Sales 

% of Total Segment Net Sales 
($ in Millions) 
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Restaurants 
Operating Profits 

% of Total Segment 
Operating Profits 
($ in Millions) 
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(Excluding 1989 unusual items.) 
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U.S. Pizza Quick Service 
Restaurant Segment 
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U.S. Chicken Quick Service 
Restaurant Segment 



U.S. Mexican-Style Quick 
Service Restaurant Segment 


and variety than ever before. 

You'll find more details on our 
restaurant performance in 
Management’s Analysis. 

Management’s Analysis 

See Management's A nalysis - Ot en ten • 
on page 24 for background information 
and discussion of the fifty-third u'eek in 
1994 and Business Segments on [xige 27 
for detailed results. Met sales and operat¬ 
ing profits within this discussion include 
the impact of the fifty-third week while 
same store sales growth has been adjust¬ 
ed to exclude its impact Also, for pur¬ 
poses of this analysis, the net sales and 
operating profits of the franchisee opera¬ 
tions of PFS, PepsiCo's restaurant distrib¬ 
ution operation , have been allocated to 
each restaurant chain 

1994 vs. 1993 

Worldwide net sales increased 
$1.2 billion or 12% to $10.5 bil¬ 
lion. The fifty-third week con¬ 
tributed approximately 1 point to 
the sales growth with domestic 
and international operations bene¬ 
fiting by about 1 point and 2 
points, respectively. The sales 
growth was primarily due to $934 
million from additional units (units 
constructed and acquired, princi¬ 
pally from franchisees, net of units 



Taco Bell has about 75% of this 
$5.7 billion restaurant segment. 


Taco Bell 
Share 


closed and sold) and volume 
growth of $185 million. Domestic 
sales increased $668 million or 8% 
to $8.7 billion and international 
sales rose $497 million or 37% to 
$1.8 billion. 

Worldwide operating profits 
declined $48 million or 6% to S73C 
million. The fifty-third week miti¬ 
gated the profit decline by 
approximately 3 points with 
domestic and international opera¬ 
tions benefiting at the same rate. 
The decline reflected increased 
administrative and support costs, 
including spending for strategic 
initiatives and aggressive interna¬ 
tional unit development, higher 
store operating costs and a sales 
mix shift to lower-margin prod¬ 
ucts. These were partially offset 
by additional units that con¬ 
tributed $73 million, lower raw 
material costs and higher franchise 
royalty revenues. Volume growth 
of $30 million w as offset by lower 
net prices. Domestic profits 
declined $26 million or 4% to $659 
million. International profits fell 
$22 million or 23% to S71 million, 
which included a $7 million 
charge to consolidate the head¬ 
quarters operations for the three 
international restaurant businesses 
into one. 

The significant devaluation of the 
Mexican peso in late 1994 and 
early 1995 did not materially 
impact 1994 international restau¬ 
rant operating profits. Results 
from Mexico constitute an imma¬ 
terial portior of international 
restaurant profits. However, the 
devaluation and its related effects 
are expected to have an unfavor¬ 
able impact Dn 1995 results. The 
operations in Mexico have begun 
to increase pricing and reduce 
costs, including evaluating alterna¬ 
tive sourcing of raw materials. In 
addition, further expansion of 
company-owned units has been 
temporarily halted pending stabi¬ 
lization of the economy. None¬ 
theless, significant uncertainties 
remain in Mexico and, as a re¬ 
sult. it is not possible to quantify 
the impact. 

Late in 1994. Roger Enrico was 
named Chairman, PepsiCo 
Worldwide Restaurants. He is cur- 

1 “ 










rently evaluating several options 
to improve their operating results 
and returns on our total restaurant 
investments. Examples of options 
under consideration to improve 
investment returns include a 
reduced company share of future 
new restaurant development and 
sale of some existing company 
restaurants to franchisees. The 
cash generated from these options 
would most likely he reinvested in 
our nonrestaurant businesses or 
used to repurchase PepsiCo stock. 
We expect to lx?gin making deci¬ 
sions on these and other options 
during 1995 as we continue to 
refine our restaurant operating 
strategies. 

Pizza Hut 

Worldwide sales increased $346 
million or 8% to $4.5 billion driven 
by international operations. 
However, the domestic operations 
continue to represent the major 
portion of worldwide Pizza Hut. 
The worldwide sales increase was 
driven by additional units that 
contributed $460 million, includ¬ 
ing $80 million from the domestic 
acquisition of D'Angelo Sandwich 
Shops late in 1993 This benefit 
was partially offset by lower vol¬ 
umes of $60 million, reflecting 
domestic volume declines that 
exceeded international volume 
gains, and lower net pricing. The 
domestic volume declines primari¬ 
ly reflected lapping the successful 
national roll-out of Bigfoot Pizza 
in 1993. 

Same store sales for domestic 
company-owned units declined 
6%, though volume decreased at a 
slightly slower rate. The decline 
was primarily in the delivery and 
carryout channels, reflecting the 
lapping of the national roll-out of 
Bigf(x>t Pizza in 1993- 

Worldwide profits decreased $77 
million or 21% to $295 million. 
This decline reflected the low er 
net pricing due to v alue-oriented 
promotions, increased administra¬ 
tive and support spending, primar¬ 
ily to develop international mar¬ 
kets. lower volumes of $35 mil¬ 
lion. reflecting the domestic vol¬ 
ume declines partially offset by 
the international volume ad- 


Largest Worldwide 
Restaurant Systems 

(Units in Thousands) 



Combined Pizza Hut, Taco Bell 
and KFC units make PepsiCo 
the laigest restaurant system in 
the world. 


U.S. Foodservice 
Industry Retail Sales 



PepsiCo U.S. restaurant system sales 
represent about 5% of the total $277 
billion foodservice industry. 


U.S. Quick Service Restaurant 
Retail Sales 
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vances, and higher store operating 
costs. These were partially offset 
by additional units that con¬ 
tributed $2~ million, increased 
franchise royalty revenues and 
favorable food costs, as slightly 
higher cheese prices were more 
than offset by favorable meat 
costs. Though difficult to forecast, 
these ftxxl costs are expected to 
decrease in 1995. The profit 
decline was also mitigated by a 
favorable impact of $1 » million 
from extending depreciable liv es 
on certain domestic delivery' assets 
and the absence of last year's 
start-up costs associated with 
Bigfoot Pizza The worldwide 
profit margin declined more than 
2 points to 6.6° <>. 

International sales posted strong 
double-digit growth driven by 
additional units, particularly in 
Korea. Brazil, Canada. Mexico and 
Spain. Volume gains were partial¬ 
ly offset by low er net pricing. 
International profits declined 
sharply, reflecting increased start¬ 
up and administrative costs to 
support aggressiv e development 
strategies, partially offset by addi¬ 
tional units and increased franchise 
royalty revenues. International 
profits also reflected Pizza Hut’s 
share of the international restau¬ 
rants' consolidation charge. 

Strong gains in Korea, the largest 
profit market, primarily reflected 
additional units and strong volume 
growth. Profits declined in the 
largest sales markets. Australia and 
Canada. Additionally, significant 
start-up losses w ere experienced 
in the new Poland operations. 

Taco Bell 

Worldw ide sales increased $5(X) 
million or 17" •« to S3, i billion. 

The domestic operations represent 
substantially all of worldw ide 
Taco Bell. The worldwide sales 
growth was loci by additional 
Taco Bell units w hich contributed 
$281 million and volume gains 
that prov ided $125 million, half of 
which was the result of ftxxl and 
paper sales to additional fran¬ 
chisees. The sales growth also 
reflected $&4 million due to the 
acquisition of Chevys in the third 
quarter of 1993 and new 


Chevys units. Same store sales 
for domestic company-ow ned 
Taco Bell units grew 2%. though 
volume grew at a slower rate. 

Worldwide profits rose S17 mil¬ 
lion or 7% to $270 million. The 
profit growth reflected low er food 
costs, additional units which con¬ 
tributed $2u million, volume gains 
of $20 million, higher soft drink 
prices and increased franchise 
royalty revenues. These benefits 
were partially offset by higher 
store operating costs, driven by 
increased labor costs, an unfavor¬ 
able mix shift to low er-margin 
products and higher headquarters 
administrativ e expenses. Profit 
grow th was restrained by increased 
losses posted by Hot n Now. 

Taco Bell plans to transition 
Hot n Now during 1995 from pri¬ 
marily a company-operated to a 
licensee franchisee-operated busi¬ 
ness. This is expected to signifi¬ 
cantly reduce Hot n Now 's oper¬ 
ating losses in 1995. Taco Bell 
worldwide profit margin fell 
almost 1 point to 7.9%. 

International operations posted 
strong double-digit sales growth, 
principally due to additional units. 
Volume gains were largely offset 
by an unfavorable currency trans¬ 
lation impact of a weaker 
Canadian dollar. International 
operating results improved slight¬ 
ly, although still resulting in a 
modest loss in 199 *. as volume 
gains were partially offset by start¬ 
up losses of new units. 

RFC 

Worldwide sales rose $319 million 
or 14% to S2.6 billion. The sales 
growth reflected additional units 
that contributed $193 million and 
volume gains of $120 million. 

Worldwide profits increased $12 
million or 8% to $1(>5 million, 
reflecting the absence of last 
year’s start-up costs associated 
with the Colonel's Rotisserie Gold 
roasted chicken pnxluct and 
accompanying side items (collec¬ 
tively, “CRG’’). Higher volumes of 
$40 million, additional units that 
contributed $22 million and 
increased franchise royalty rev¬ 
enues w ere largely offset by a 
sales mix shift to low er-margin 


prcxlucts, higher field and head¬ 
quarters administrative and sup¬ 
port costs and lower net pricing. 
The worldw ide profit margin 
declined almost one-half point to 
6.2% due to international 
operations. 

The improv ement in KFC s 
domestic sales reflected an 
increase in volume, as gains from 
CRG and the value-oriented 
Mega Meal were partially offset 
by lower volumes of existing 
products, and higher net pricing. 
Same st< >re sales adv anced 2% 
from last year, though volumes 
grew at a slightly slower rate. 

Domestic profits grew at a dou¬ 
ble-digit rate in 1994. Operating 
profit benefited from the absence 
of last year s start-up costs associ¬ 
ated w ith CRG. Higher net pric¬ 
ing and volume gains were offset 
by a mix shift to the lower-margin 
CRG and Mega Meal offerings. 
Reduced store operating costs, 
including lower product costs, 
primarily due to reformulation of 
side items late in the second quar¬ 
ter. and the 1994 impact of favor¬ 
able actuarial adjustments to prior 
year workers’ compensation claim 
accruals, w ere partially offset by- 
increased administrative costs. 

Prof it growth was depressed by r 
lapping last year's $3.3 million 
favorable adjustment to a 1991 
reorganizatic >n accrual. 

Double-digit international sales 
growth w as led by the combined 
impact of acquired units in the 
U.K. and new units in Mexico. 
Australia and Canada. The bal¬ 
ance of the sales growth reflected 
volume gains due. in part, to new 
v alue-priced offerings, partially 
offset by the related lower net 
pricing. 

International profit grow th was 
mcxlest. Excluding KFC’s share 
of the international restaurants' 
consolidation charge, strong sin¬ 
gle-digit international operating 
profit growth reflected gains from 
additional units and higher fran¬ 
chise royalty revenues, partially- 
offset by increased store operat¬ 
ing costs and higher field admin¬ 
istrative and support costs. The 
volume gains were offset by the 
lower net pricing. 




Acquired I9M6. 
Ksiimated 199*4 
System Retail Sales: 
S“* 1 Billion 
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Profits increased in Australia, the 
largest market, and New Zealand. 
Mexico's profits declined sharply 
and Canada reported significantly 
lower results. 

International sales represented 
about 40% of worldwide sales in 
1994 and 30% in 1993. International 
profits represented about 40% of 
worldwide profits in 199-4 and 1993. 

1993 vs. 1992 

Worldwide net sales rose $1.1 bil¬ 
lion or 14% to $9.4 billion. This 
advance was driven by additional 
units, which contributed $913 mil¬ 
lion. Volume growth, led by 
domestic Pizza Hut, provided $175 
million of the sales advance. 
Domestic sales grew S910 million 
or 13% to $8.0 billion and interna¬ 
tional sales rose $213 million or 
19% to Si.-4 billion. The unfavor¬ 
able currency translation impact of 
a stronger l .S. dollar depressed 
international sales growth. 

Worldwide operating profits 
grew $60 million or 8% to $778 
million. Additional units provided 
$89 million and volume growth 
contributed $75 million to the 
profit increase. Increased operat¬ 
ing costs were partially offset by 
modestly higher net pricing (prin¬ 
cipally at domestic KFC) and 
increased franchise royalty rev¬ 
enues. Domestic profits rose $87 
million or 15% to $685 million, 
while international profits declined 
$27 million or 23% to $93 million 
reflecting weakness in Australia. 

Pizza Hut 

Worldwide sales increased $525 
million or 15% to $4.2 billion. The 
domestic operations represent the 
major portion of worldwide 
Pizza Hut. Additional units con¬ 
tributed $392 million to the world¬ 
wide sales increase. Volume 
grow th provided $140 million, dri¬ 
ven by strong domestic gains 
resulting from the national roll-out 
of the new value-priced Bigfoot 
Pizza in the second quarter. 

Same store sales advanced 5% 
though volume grow th was slight¬ 
ly higher. This performance 
reflected growth in all three distri¬ 
bution channels: delivery 1 , carryout 
and dine-in. Improved sales in 


both delivery and carryout were 
driven by the success of Bigfoot. 
The growth in dine-in reflected 
the impact of the third quarter 

1992 roll-out of the all-you-can-eat 
pizza and salad lunch buffet. 
Results late in 1993 indicated a 
softening of same store sales 
trends in dine-in due primarily to 
lapping last year s roll-out of the 
lunch buffet. 

Worldwide profits advanced $37 
million or 11% to $372 million. 
This profit performance reflected 
$55 million from volume growth, 
$41 million from additional units, 
increased franchise royalty rev¬ 
enues and higher international net 
pricing. These benefits were par¬ 
tially offset by increased store 
operating costs as well as admin¬ 
istrative and support expenses, 
which included the start-up costs 
associated with Bigfoot. Bigfoot 
contributed significantly to IJ.S. 
profit growth as incremental vol¬ 
ume, net of estimated cannibaliza¬ 
tion of other products, more than 
offset the effect of the product's 
lower margin and the start-up 
costs. Prices for cheese have fluc¬ 
tuated significantly in recent 
years. Lower cheese costs in 

1993 vvere offset by higher meat 
and produce costs. The effect of 
these increasing costs w as exacer¬ 
bated by a sales mix shift to more 
heavily-topped pizzas and the 
lunch buffet. Though difficult to 
forecast, commodity' costs (led by 
cheese) were expected to 
increase. The worldwide profit 
margin declined almost one-half 
point to 9.0% due to lower inter¬ 
national profits. 

International sales posted dou¬ 
ble-digit growth driven by addi¬ 
tional units in several markets, 
including Canada. Belgium. 
Australia, Spain and Puerto Rico. 
This benefit, combined with high¬ 
er net pricing and increased fran¬ 
chise royalty revenues, was par¬ 
tially offset by an unfavorable 
currency translation impact, prin¬ 
cipally in Australia and Canada. 
International profits declined 
slightly, primarily reflecting an 
unfavorable currency translation 
impact. The contributions of the 


additional units, higher net pric¬ 
ing and increased franchise royal¬ 
ty revenues w ere largely offset by 
higher operating expenses, prin¬ 
cipally development and support 
costs. 

In the largest sales markets, 
profits declined in Australia, but 
rose in Canada. Australia's per¬ 
formance reflected lower vol¬ 
umes, despite introduction of 
Bigfoot Pizza in the third quarter, 
and intense competitive pricing 
activity To provide even greater 
value and stimulate volume 
growth in 1994, a more heavily- 
topped Bigfoot was relaunched 
late in 1993 and a new value-ori¬ 
ented menu was introduced. 
Canada's profit growth reflected 
higher net pricing, additional units 
and volume growth. A product 
similar to Bigfoot, launched in the 
third quarter, contributed to 
improved results. 

Taco Bell 

Worldw ide sales grew $441 mil¬ 
lion or 18% to $2.9 billion. The 
domestic operations represent 
substantially all of worldwide 
Taco Bell. The worldwide sales 
increase was driven by additional 
units, which contributed $364 
million, including $78 million 
from additional Hot n Now units 
and the acquired Chevys units. 
The balance of the sales growth 
reflected the impact of higher 
store volumes, partially offset by 
lower distribution sales by PFS 
caused by the late 1992/early 
1993 switch to another supplier 
by certain franchisees. Same 
store sales for Taco Bell units 
rose 6% due to volume growth. 

Worldwide profits increased $39 
million or 18% to S253 million. 
Additional units contributed $35 
million and volume growth pro¬ 
vided $25 million. These bene¬ 
fits. combined w ith higher fran¬ 
chise royalty* revenues and a 
small decline in food and promo¬ 
tional costs, were partially offset 
by increased headquarters admin¬ 
istrative and support expenses. 
Profit growth was depressed by 
increased losses at Hot n Now, 
reflecting costs associated with a 
decision to not develop certain 


U.S. Taco Bell Sales By 
Distribution Channel 

(Company-owned units) 


U.S. KFC Sales By 
Distribution Channel 

(Company-owned units) 


Dine-in 54% 


Drive-thru/ 

Other 

Off-premise 46% 


Taco Bell sales are about evenly split 
between dine-in and off-premise. 



U.S. Pizza Hut Sales By 

Distribution Channel 

(Company-owned units) 



Sales Growth for U.S. 
Quick Service 
Restaurants vs. 
PepsiCo U.S. System 


Pizza Hut's delivery business, started about a decade 
ago. now accounts for almost half of its pizza sales. 


The U.S. quick service restaurant 
segment continues to grow with 
sales compounding at 5.8% annu¬ 
ally over the past five years. 









Restaurant Unit Growth 


Number of System Units Worldwide (Year-end 1989-1994) 


Pizza 

Taco 




Year Hut 

Bell 

KFC 

Total 

1989 7,502 

3,125 

7,948 

18,575 

1990 8,220 

3,349 

8,187 

19,756 

1991 8,837 

3,670 

8,480 

20,987 

1992 9,454 

4,153 

8,729 

22.3.% 

1993 10,433 

4,921 

9,033 

24,387 

1994 11,546 

5,846 

9,407 

26,799 

Five-Year Compounded Annual Growth Rate 


9.0% 

13.3% 

3.4% 

7.6% 

Number of System Units Worldwide (Year-end 1994) 


Pizza 

Taco 




Hut 

Bell 

KFC 

Total 

United States 
Company 

5,249 

3,232 


10,520 

Franchised 

2,708 

1,523 

3,007 

7,238 

Licensed 

661 

929 

103 

1,693 

Total U.S. 

8,618 

5,684 

5,149 

19,451 

International 

Company 

1,035 

93 

1,094 

2,222 

Joint Venture 
Franchised/ 

466 

— 

397 

863 

Licensed 

1,427 

69 

2,767 

4,263 

Total International 

2,928 

162 

4,258 

7,348 

Total Worldwide 

11,546 

5,846 

9,407 

26.799 


Unit totals include 900 kiosks (primarily Pizza Hut) and 1,452 other special 
concepts (mostly carts and express units), as well as the following U S. 
chains: D'Angelo Sandwich Shops (Pizza Hut M 48 company and 49 
franchised. East Side Marios (Pizza Hut)-* company and 21 franchised. 
Hot n Now (Taco Bell)-135 company and 43 franchised and Chevys 
(Taco Bell)-53 company. Unit totals do not include California Pizza 
Kitchen-66 company, 2 joint venture and 2 franchised, all U S 


Restaurant Sales Growth 

(Compounded annual growth rates) 


Average Domestic System Sales Per Unit (Thousands) 



1989 

1990 

1991 

1992 

1993 

1994 

5-Year 
% Growth 

PH 

$570 

$607 

$613 

$612 

$651 

$634 

2.2 

TB 

686 

771 

814 

866 

925 

953 

6.8 

KFC 

607 

650 

675 

684 

685 

706 

3-1 


Excludes sales frxHn kiosks and other special concepts, D Angelo Sandwich 
Shops, East Side Mario's, Hot n Now. Chevys and California Pizza Kitchen 


Worldwide System Sales 1989-1994 (Billions) 


5-Year 

1989 1990 1991 1992 1993 1994 % Growth 


PH 

$ 4.1 

$ 4.9 

$ 5.3 

$ 5.7 

$ 6.4 

$ 6.9 

11.0 

TB 

2.1 

2.4 

2.8 

3.3 

3.9 

4.5 

16.5 

KFC 

5.4 

5.8 

6.2 

6.7 

7.1 

7.1 

5.6 

Total 

$11.6 

$13.1 

$14.3 

$15.7 

$17.4 

$18.5 

9.8 


Worldwide System Sales 1994 (Billions) 



Pizza Hut 

Taco Bell 

KFC 

Total 

Domestic 

$5.0 

$4.4 

$3.5 

$12.9 

International 

1.9 

.1 

36 

5.6 

Total 

$6.9 

$4.5 

$7.1 

$18.5 


Includes sales from D'Angelo Sandw ich Shops. East Side Mario's. Hot n Now 
and Chevys. 


sites as well as losses at new 
units. The worldwide profit mar¬ 
gin was even at 8.7%. Profits in 
1994 were expected to be aided 
by a late 1993 price increase for 
certain soft drink sizes. 

International operations posted 
double-digit sales grow th and a 
small loss compared to a small 
profit in 1992, reflecting increased 
development and support costs, 
as well as costs associated with a 
store closure in the U.K. 

RFC 

Worldwide sales rose SI57 mil¬ 
lion or 7% to $2.3 billion. 
Additional units, principally in 
international markets, contributed 
SI58 million to sales growth. 
Higher domestic net pricing and 
increased franchise royalty rev¬ 
enues also aided sales growth. 
Sales growth was depressed by 
an unfavorable currency transla¬ 
tion impact as well as lower store 
volumes. 

Worldwide profits decreased 
$16 million or 9 % to $153 million 
as lower international profits 
were partially offset by an 
increase domestically. The 
worldwide profit decline reflected 
higher store operating costs, 
which included start-up costs 
associated with the rollout of the 
new roasted chicken products in 
the U S. and Australia, and 
increased international adminis¬ 
trative and support expenses, 
partially offset by the higher net 
pricing and increased franchise 
royalty revenues. The contribu¬ 
tion from additional units of $13 
million was partially offset by the 
impact of lower volumes. The 
worldwide profit margin fell over 
1 point to 6 . 6 % due to lower 
international profits. 

Improvement in domestic sales 
reflected additional units and 
higher net pricing, principally 
from a low er level of price dis¬ 
counting. partially offset by lower 
store volumes. Same store sales 
were about even with last year. 
The introduction of CRG late in 
the year contributed significantly 
to strong same store sales growth 
in the fourth quarter of 1993- 


Domestic profits grew at a high 
single-digit rate reflecting the 
higher net pricing that exceeded 
increased store operating costs. 
This benefit, combined with the 
impact of additional units and 
higher franchise royalty revenues, 
was partially offset by the effect 
of low er volumes. The profit 
performance also reflected a 
favorable adjustment of the 1991 
restructuring accrual. For the 
year, the benefits from incremen¬ 
tal volume of CRG, net of esti¬ 
mated cannibalization of other 
products, were more than offset 
by the effect of CRG s lower 
margin and the start-up expenses 
for the roll-out. However, CRG 
contributed significantly to 
profit growth in the fourth quar¬ 
ter of 1993. 

International sales posted dou¬ 
ble-digit growth, driven by addi¬ 
tional units in Singapore, Canada 
and Mexico, partially offset by an 
unfavorable currency translation 
impact. A double-digit decline in 
profits was caused principally by 
Australia, the largest sales market. 
Increased administrative and sup¬ 
port costs also contributed to the 
profit decline. 

Australia’s performance was 
depressed by the start-up expens¬ 
es associated with its new value- 
priced TenderRoast chicken prod¬ 
uct. the combined impact of the 
product's low r er margin and its 
greater than expected cannibaliza¬ 
tion of other higher-margin prod¬ 
ucts and an overall decline in vol¬ 
umes. Initiatives were underway 
to drive incremental sales of 
TenderRoast. Canada, the next 
largest sales market, posted a rela¬ 
tively modest decline in profits 
reflecting lower volumes and 
competitive pricing activity. To 
improve results in 1994 for both 
Australia and Canada, KFC intro¬ 
duced new value-oriented menus 
and rolled out delivery in certain 
markets. 

International sales represented 
about 30 % of worldwide sales in 
1993 and 1992. International prof¬ 
its represented about 40% of 
worldwide profits in 1993 and 
50% in 1992. 
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Management’s Analysis—Overview 


To enhance understanding of PepsiCo's financial performance, the 
various components of Management s Analysis are presented near 
the pertinent financial statements. Accordingly, in addition to this 
overview, separate analyses of the results of operations, financial 
condition and cash flows appear on pages 31. 33 and 35. respec¬ 
tively. Also, the analysis of each industry segment’s net sales and 
operating profit performance begins on pages 5, 11 and 17. 


Marketplace Actions 

PepsiCo's domestic and international businesses operate in mar¬ 
kets that are highly competitive and subject to global and local 
economic conditions including inflation, commodity price and 
currency fluctuations and governmental actions In Mexico, for 
example, our businesses have benefited in past years from 
improving conditions. Conversely, the significant devaluation of 
the Mexican peso at the end of 1994 and continuing into 1995 
will not only negatively impact reported earnings from Mexico 
due to translation, but is expected to create a much less favor¬ 
able economic climate in the country. Other examples include 
risks associated with political instability and its related disloca¬ 
tions in countries where PepsiCo operates and possible employ¬ 
ee benefit or minimum wage legislation in the l T .S. and else¬ 
where, increasing the cost of providing benefits and compensa¬ 
tion to employees. PepsiCo’s operating and inv esting strategies 
are designed, where possible, to mitigate these factors through 
aggressive actions on several fronts including: (a) enhancing the 
appeal and v alue of it.s products through brand promotion, prod¬ 
uct innovation, quality improv ement and prudent pricing actions; 
(b) providing letter service to customers; (c) increasing world¬ 
wide availability' of it.s products; (d) acquiring businesses and 
forming alliances to increase market presence and utilize 
resources more efficiently; and (e) containing costs through effi¬ 
cient and effective purchasing, manufacturing, distribution and 
administrative prc xesses. 


Restructurings 

Restructuring actions realign resources for more efficient and 
effectiv e execution of operating strategies. As a result, PepsiCo 
continually considers and executes restructuring actions that vary 
in size and impact, for example, from a minor sales force reorga¬ 
nization at a local facility to a significant organizational and 
process redesign affecting an entire operating division. The 
resulting cost savings or profits from increased sales are reinvest¬ 
ed in the business to increase PepsiCo's shareholder value. 

Major restructuring actions announced in 1992 and now under¬ 
way or completed in the beverage and international snack food 
segments resulted in charges totaling S193 5 million (S128.5 mil¬ 
lion after-tax or $0.16 per share). In 199a. $28.3 million ($17.4 
million after-tax or $0.02 per share) of the 1992 restructuring 
accruals were reversed into income, primarily reflecting refine¬ 
ments of the original domestic beverage accrual estimate and 
management’s decision to reduce the scope of the domestic bev¬ 
erage restructuring. The majority of the amount reversed into 
income was offset by additional charges in 199 i for new actions. 
The remaining accruals for the 1992 restructuring actions of S39 
million outstanding at year-end 199a represent expected cash 


payments of which $25 million. $11 million and $3 million are 
expected to be paid in 1995, 1996 and 1997, respectively. 

Annual cost savings from the 1992 restructuring actions, when 
fully implemented, are expected to lx* approximately $73 million 
primarily from reduced employee and facility costs. In addition, 
while difficult to measure, the domestic beverage segment is also 
expected to Ixmefit by an estimated $90 million annually from 
centralization of purchasing activ ities and incremental volume 
and pricing from improv ements in administrative and business 
processes. The combined gross benefits realized in 1994 from 
the 1992 restructuring actions are estimated to be approximately 
$50 million. These benefits are expected to increase annually 
until fully realized in 1998. See Notes 2 and 16 for additional 
detail related to the 1992 restructuring charges. See 
Management's Analysis of beverage and snack food performance 
on pages 5 and 11, respectively, for a discussion of the 1992 
restructuring charges and related anticipated benefits. 


Derivatives 

PepsiCo uses derivative instruments primarily to reduce lx mow¬ 
ing costs and hedge future purchases of certain commodities. 
PepsiCo's policy is to not use derivative instruments for specula¬ 
tive purposes and has procedures in place to monitor and control 
their use. PepsiCo’s credit risk related to derivatives is considered 
low . Financing-related derivativ e contracts are only entered into 
with strong creditworthy counterparties and are generally of rela¬ 
tively short duration. Purchases of commodities are hedged with 
commodity futures contracts traded on national exchanges. 

Reduce Borrowing Costs: PepsiCo enters into interest rate and 
foreign currency swaps to effectively change the interest rate and 
currency of specific debt issuances with the objectiv e of reducing 
borrowing costs. These swaps are generally entered into concur¬ 
rently with the issuance of the debt they are intended to modify 
The notional value, payment and maturity dates of the swaps 
match the principal, interest payment dates and maturity dates of 
the related debt. Accordingly, any market impact (risk or oppor¬ 
tunity) associated w ith these swaps is fully offset by the opposite 
market impact on the related debt. See Notes 9 and 10 for addi¬ 
tional details regarding interest rate and currency swaps. 

Hedge Commodity Costs: PepsiCo hedges future commodity 
purchases when we believe it will result in lower net costs. The 
futures contracts entered into do not exceed expected usage nor 
do they generally extend beyond one year. While PepsiCo 
expects to generate lower commodity costs over time by enter¬ 
ing into these futures contracts, it is possible that the commodity 
costs will be higher than if futures contracts were not entered 
into. PepsiCo believes it has the ability to raise prices if com¬ 
modity prices increase; however, it expects to do so only if the 
increase is other than temporary and it would not place PepsiCo 
at a competitive disadv antage. Open contracts at year-end 1994 
and gains and losses realized in 1994 or deferred at year-end 
were not significant. 








Amortization of Intangible Assets 



Growth Rate 1 * 11 
1989- 1994 


1994 

1993 

1992 


Growth Rate (a) 
1989 - 1994 

1994 

1993 

1992 

Beverages 

7.6% 

$ 

164.8 

S 157.4 

S 137.6 

By Restaurant Chain: 




Snack Ftxxls 

17.8% 


42.0 

40.9 

40.5 

Pizza Hut 

31.6% 

$ 41.5 

S 44.7 

$ 33.3 

Restaurants 

28;9% 


105.4 

105.4 

87.8 

Taco Bell 

22.9% 

26.9 

23.0 

16.4 







RFC 

31.2% 

.37.0 

37.7 

38.1 


14.0% 

$ 

312.2 

s 303.7 

$ 265.9 


28.9% 

$ 105.4 

S 105.4 

$ 87.8 







Depreciation Expense 






Growth Rate (J) 






Growth Rate (:l) 





1989 - 1994 


1994 

1993 

1992 


1989 - 1994 

1994 

1993 

1992 

Beverages 

14.9% 

$ 

385.4 

$ 338.5 

$ 290.6 

By Restaurant Chain: 




Snack F<xxJs 

11.7% 


297.0 

279.2 

251.2 

Pizza Hut 

17.8% 

$ 218.6 

$ 193.4 

$ 150.5 

Restaurants 

17.5% 


538.8 

457.2 

374.3 

Taco Bell 

18.1% 

156.0 

124.6 

101.5 

G>rporate 



7.0 

6.6 

6.9 

RFC 

16.7% 

164.2 

139.2 

122.3 


15.0% 

$ 

1,228.2 

$ 1.101.5 

$ 923.0 


17.5% 

$ 538.8 

$ 457.2 

S 374.3 







Identifiable Assets 






Growth Rate ,;l) 






Growth Rate <J) 





1989 - 199*1 


1994 

1993 

1992 


1989 - 1994 

1994 

1993 

1992 

Beverages 

9.1% 

$ 

9.566.0 

S 9,105.2 

S 7.857.5 

By Restaurant Chain: 




Sn;u k Fcxxls 

8.8% 


5,043.9 

4 . 994.5 

1.628.0 

Pizza Hut 

20.9% 

52,536.4 

$2,232.9 

$1,676.8 

Restaurants 

18.6% 


7.202.9 

6.412.1 

5.097.1 

Taco Bell 

21.1% 

2,390.7 

2,075.9 

1.523" 

G nporale 



2.979.2 

3.194.0 

3,368.6 

RFC 

14.2% 

2,275.8 

2,103-3 

1.896.6 


10.4% 

$24,792.0 

$23,705.8 

$20,950 


18.6% 

$7,202.9 

$6,412.1 

S5.09" 1 







Capital Spending L> 






Growth Rate 1 * 11 






Growth Kate' 0 





1989 - 1994 


1994 

1993 

1992 


1989 - 1994 

1994 

1993 

1992 

leverages 

20, F i 

$ 

677.1 

S 491.3 

S 

By Restaurant Chain. 




Snat k Ftxxls 

15.6% 


532.1 

491.4 

446.2 

Pizza Hut 

19-3% 

$ 389.0 

S 295.0 

$ 212.8 

Restaurants 

20.3% 


1,072.0 

1.004.4 

757,2 

Taco Bell 

35.4% 

473.4 

159 i 

339.0 

C< >rp( >rate 



7.2 

20.8 

18.0 

RFC 

5.6% 

209.6 

250.0 

205.4 


19.0% 


2,288.4 

$ 2,007.9 

$ 1,565.1 


20.3% 

$1,072.0 

$1,004.4 

$ 757.2 

1)( miestic 

13.7% 

$ 

1,492.6 

$ 1.388.0 

$ 1,069.0 






International 

35.7% 


795.8 

619.9 

496.1 







19.0% 


2,288.4 

S 2,007.9 

$ 1,565.1 










Acquisitions and Investments in Affiliates uh 







1994 

1993 

1992 



1994 

1993 

1992 

Beverages 


$ 

195.0 

$ 711.5 

$ 717.5 

By Restaurant Chain: 




Snack Ftxxls 



11.8 

75.5 

201 3 

Pizza Hut 


$ 94.6 

$ 312.9 

$ 247.7 

Restaurants 



147.8 

588.7 

480.4 

Taco Bell 


32.3 

18(i.8 

72.4 







RFC 


20.9 

89.0 

160*3 




354.6 

$ 1.375.7 

$ 1,399.2 



$ 147.8 

$ 588.7 

$ 480.4 

l)< miestic 


$ 

87.8 

S 757.3 

S 549.5 

Net Saks 

Segment 


Segment 


Intematk rnal 



266.8 

618.4 

849.7 

($ in Millions) 

Operating 

Capital 

2500 



— 





30000 I*rofits 

3500 

Spending 




$ 

354.6 

S 1,375.7 

$ 1.399.2 


(S in Millions) 

($ in Millions) 

A 








25000 

■ .3000 


2000 


tb> 11k* results of centralized concentrate manufacturing operations in Puerto Rico 
and Ireland have lx*en alh>caied based upon sales to the respective areas. 

(c) Included noncash amounts related to capital leases, largely in the restaurant 
segment, of S35 2 in IWf $26.3 in 1993 and $15.S in 1992. 
id> Included noncash amounts related to treasury stock and debt issued in 
domestic transactions of $38.8 in 1994. $364.3 in 1993 and S 189.3 in 1992. 

Of these noncash amounts. 1 -V’ •. 63% and 38°t>, respectively, related to the 
leverage segment and the balance related to the restaurant segment. 




90 91 92 93 94 90 91 92 93 94 90 91 92 93 94 

■I Beverage* WM Snack Foods I Resouranis 

























































Consolidated Statement of Income 

(in millions except per share amounts) 

PepsiCo, Inc. and Subsidiaries 

Fifty-three weeks ended December 3b 1994 and fifty-two w eeks ended December 23, 1993 and December 26, 1992 


Net Sales . 

Costs and Expenses, net 

Cost of sales. 

Selling, general and administrative expenses . 

Amortization of intangible assets . 

Operating Profit 

Gain on joint venture stock offering. 

Interest expense. 

Interest income . 

Income Before Income Taxes and Cumulative 
Effect of Accounting Changes . 

Provision for Income Taxes . 

Income Before Cumulative Effect of Accounting Changes 

Cumulative Effect of Accounting Changes 

Postemployment benefits (net of income tax benefit of $29.3) . 

Pension assets (net of income tax expense of $14.5) . 

Postretirement benefits other than pensions (net of income tax benefit of $218.6) 
Income taxes. 

Net Income 

Income (Charge) Per Share 

Before cumulative effect of accounting changes. 

Cumulative effect of accounting changes 

Postemployment benefits. 

Pension assets . 

Postretirement benefits other than pensions. 

Income taxes. 

Net Income Per Share . 


Average shares outstanding used to calculate income (charge) per share 
See accompanying Notes to Consolidated Financial Statements, 


1994 

1993 

1992 

$28,472.4 

$25,020.7 

$21,970.0 


13,715.4 

11,243.6 

312.2 

11.946.1 

9.864.4 

303.7 

10,611.7 

8,721.2 

265.9 

3 ,201.2 

2,906.5 

2,371.2 

17.8 

(645.0) 

90.4 

(572.7) 

88.7 

(586.1) 

113.7 

2,664.4 

2.422.5 

1,898.8 

880.4 

834.6 

597.1 

1,784.0 

1,587.9 

1,301.7 


(55.3) 

- 

— 

23.3 

- 

- 

- 

- 

(356.7) 

- 

- 

(370.7) 

$ 1,752.0 

S 1.387.9 

S 374.3 


$ 

2.22 

$ 

1.96 

$ 1.61 


(0.07) 


_ 

_ 


0.03 


- 

- 


- 


- 

(0.44) 


- 


- 

(0.71) 

$ 

2.18 

$ 

1.96 

S 0.46 


803.6 


810.1 

806.7 


Allocation of 1994 
Net Sales 


4 

Net Inctime 6.2% 

Provision for Income Taxes 3.1% 


Net Interest Expense 1.9% 


Selling. General. 


w 


Administrative and 
Amortization Expenses 40.6% 

Cost of Sales 48.2% 
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Management’s Analysis — Results of Operations 


tSiv \ Aiui/vsis - (frcnieir mi pagy 2 1 /nr htichynnuul in/hrnui- 

limi mnl III is i ness Segments mi {hi^c 2^/or detail nj'segment results t 

To improve comparability. Management's Analysis includes ana¬ 
lytical data to indicate the impact of beverage and snack food 
acquisitions, net of operations sold or contributed to joint ven¬ 
tures (collectively, “net acquisitions"). Acquisition impacts repre¬ 
sent the results of the acquired businesses for periods in the cur¬ 
rent year corresponding to the prior year periods that did not 
include the results of the businesses. Restaurant units acquired, 
principally from franchisees, and constructed units are treated 
the same for purposes of this analysis and are collectively 
referred to as additional restaurant units." Also, the analysis 
indicates, as applicable, the impact of the ongoing effects of the 
199 t accounting changes ( see Notes 13 and 14). the 1994 BAESA 
gain (see Note t), the 1993 deferred tax charge due to l S. tax 
legislation (see Note 17) and the 1992 restructuring charges (see 
Note 16). collectively referred to as “the Unusual Items." 

Comparisons of 1994 to 1993 were impacted by an additional 
w eek's results in 199*4 which contributed about S t33-3 million or 
2 points to growth in Net Sales and increased earnings by about 
S3 *.() million ($34.9 million after-tax or $0.04 per share). 

Net Sales rose S3.3 billion or 1 »% in 199*4 of which S 21 3 mil¬ 
lion or 1 point was contributed by net acquisitions. 'Hie balance 
of the increase reflected volume gains of s2.2 billion and $934 mil¬ 
lion due to additional restaurant units. Sales grew $3.1 billion or 
1 i°<• in 1993- Net acquisitions contributed $1.1 billion or 3 jx>ints 
to sales grow th. The balance of the increase reflected $913 mil¬ 
lion from additional restaurant units, volume gains that contributed 
$830 million and higher pricing. International sales grew 23"" in 
199a and 24" in 1993 w ith net acquisitions contributing l point 
and 16 points, respectively. International sales represented 29%. 
2“*" and 23°. of total sales in 199-1. 1993 and 1992. respectively. 
The long-term trend of an increasing international component of 
sales may lx* interrupted in the near tenn as a result of the unfa¬ 
vorable impact of the devaluation of the Mexican peso in late 
199 1 and early 1993 and its related effects. 

Cost of sales as a percentage of Net Sales was 18 .2’ 1 .. 4 T . 7 % 
and 48.3" 1 in 199-4. 1993 and 1992. respectively. The decline in 
the 199 1 gross margin reflected a mix shift to lower-margin busi¬ 
nesses in international beverages and worldw ide restaurants and 
lower net pricing in domestic leverages, partially offset by a mix 
shift to higher-margin packages and products in international 
snack ftxxls and manufacturing efficiencies in domestic snack 
focxls. The 1993 gross margin improvement w as driven by lower 
product costs (packaging and ingredients) in domestic leverages. 

Selling, general and administrative expenses rose 1 1 " 
in 1994 and 13 «. in 1993. reflecting base business grow th. 
Excluding the ( nusual Items, Selling, general and administrative 
expenses rose 1 4 % in 1991 and 16% in 1993. and as a percentage 
of Net Sales were 39.6“... 39. f’. and 38.8% in 1994. 1993 and 
1992. respectively. In 199-4. Selling, general and administrative 
expenses grew at the same rate as sales. In 1993. selling and dis¬ 
tribution expenses grew at a faster rate than sales, but marketing 
expenditures grew at a slower rate. These changes reflect the 
impact of worldwide lx>ttling acquisitions and flat marketing 
expenditures in domestic leverages. 

Amortization of intangible assets rose 3" > in 199 1 and I t ' 
in 1993- This noncash expense* reduced Net Income Per Share 


by S0.29. $0.28 and $ 0 . 2-4 in 199 4. 1993 and 1992. respective!} 
Operating Profit increased HP 1 in 199* and 23 > in 1993. 
Excluding the Unusual Items, operating profit increased $262 
million or 9% in 199*4 and ^3 42 million or 13% in 1993. driven bv 
combined segment operating profit growth of 7° in 199 1 and 
1 t"*i in 1993. Tile 1994 increase reflected $830 million from 
higher volumes and $ T 3 million from additional restaurant units, 
partially offset by higher operating expenses. Growth in 1993 
reflected $423 million from higher volumes and $89 million from 
additional restaurant units, partially offset bv increased operating 
expenses. International segment profits grew 12% in 199 4 and 
8 % in 1993. reflecting double-digit increases in snack foods and 
beverages, partially offset by a double-digit decline in restau¬ 
rants. International profits represented 19V 18% and 19% of 
combined segment operating profits in 1994. 1993 and 1992. 
respectively. This percentage may lx* affected in the near term 
due to the devaluation of the Mexican peso and its related 
effects. Small foreign exchange gains in 1994 compared to 
1993's foreign exchange losses, and increased equity in net 
income of affiliates, w hich are not included in segment profits, 
aided 1994 total operating profit growth. 

Gain on Joint Venture Stock Offering of $ l~.8 million 
($16.8 million after-tax or $0.02 per share) related to the public- 
offering of shares by the BAESA joint v enture*. See Note 1 

Interest expense, net of Interest income, increased 13" 
in 1994 and 2° in 1993. The 1994 increase reflected higher 
av erage borrowings partially' offset by higher interest rates on 
investment balances. The change in 1993 reflected higher av er¬ 
age borrow ings and lower average short-te *m inv estment bal¬ 
ances partially offset by lower interest rates Excluding the 
impact of net acquisitions, net interest expense increased 10 " in 
199a and declined 9% in 1993. 

Provision for Income Taxes as a percentage of pretax 
income was 33.0%. 34 . 3 " ) and 31 1" 1 in 1994. 1993 and 1992, 
respectively. The 1993 effective tax rate, excluding the Unusual 
Item, was 33-3""• Hie slight decline in 199 i reflected reversal of 
valuation allowances related to deferred tax assets and an increase* 
in the proportion of income taxed at lower foreign rates offset bv 
the absence of 1993’s favorable adjustment of certain prior year 
foreign accruals. The 1993 increase* of 1.9 points reflec ted higher 
U.S. and foreign effective tax rates, an increase in the proportion 
of income taxed at the higher 1 '.$. tax rate and higher state taxes, 
partially offset by the favorable adjustment of prior year accruals. 

Income and Income Per Share Before Cumulative 
Effect of Accounting Changes ( "income* and “income per 
share") in 199-4 increased 12 n •* to $ 1.8 billion and 13% to $2.22. 
respectively, and in 1993 increased 22 " i to $ 1.6 billion and 22 " 
to $1.96, respectively. Excluding the Unusual Items, income and 
income per share rose 8 % and 9%. respectively, in 1994 and 13'V 
and 12 %, respectively*, in 1993- Growth in income per share was 
depressed by estimated dilution from acquisitions of $0.03 or 1 
point in 1994 and $0.03 or 3 points in 1993. primarily clue to 
international beverage acquisitions in lx>th years. 

The Mexican peso devaluation may unfavorably impact Net 
Sales and Net Income in 1993; however, due to many uncertainties 
in Mexico, w e are unable to quantify the impac ts. See Manage¬ 
ment's Analysis - Overview on page 26 and pages 8, 13 and 17 for 
eac h industry segment for discussion regarding the impacts. 
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Consolidated Balance Sheet 

(in millions except per share amount) 

PepsiCo, Inc. and Subsidiaries 
December 31, 1991 and December 25, 1993 


ASSETS 

Current Assets 

Cash and cash equivalents . . . 
Short-term investments, at cost 


Accounts and notes receivable, less allowance: S150.6 in 199 1 and $128.3 in 1993 . . 

Inventories . 

Prepaid expenses, taxes and other current assets. 

Total Current Assets . 

Investments in Affiliates. 

Property, Plant and Equipment, net 

Intangible Assets, net . 

Other Assets. 

Total Assets. 

LIABILITIES AND SHAREHOLDERS EQUITY 
Current Liabilities 

Accounts payable . 

Accrued compensation and benefits . 

Short-term borrowings. 

Income taxes payable . 

Accrued marketing . 

Other current liabilities .. 

Total Current Liabilities 
Long-term Debt 

Other Liabilities. 

Deferred Income Taxes. 

Shareholders’ Equity 

Capital stock, par v alue VAC per share: authorized 1.800.0 shares, issued 863.1 shares 

Capital in excess of par value . 

Retained earnings . 

Currency translation adjustment and other. 


Less: Treasury' stock, at cost: 73.2 shares and 6a.3 shares in 1994 and 1993. respectively 

Total Shareholders' Equity'. 

Total Liabilities and Shareholders’ Equity . 


1994 

1993 

$ 330.7 

1,157.4 

$ 226.9 

1.573.8 

1,488.1 

1,800.7 

2,050.9 

970.0 

563.2 

1.883.4 
924.7 
199 * 

5,072.2 

5,1G8;6 

1 ,295.2 

1.090.5 

9,882.8 

8,855.6 

7,842.1 

7,929.5 

699.7 

721.6 

$24,792.0 

$23,705.8 


$ 1,451.6 

753.5 

678.5 
671.7 
546.2 

1,168.9 

$ 1.390.0 
726.0 
2,191.2 
8237 
400.9 
1,043.1 

5,270.4 

6,574.9 

8,840.5 

7,442.6 

1 ,852.1 

1,342.0 

1,972.9 

2,007.6 

14.4 

934.4 

7,739.1 

(470.6) 

14.4 

879.5 

6,541.9 

(183.9) 

8,217.3 

(1,361.2) 

7,251.9 

(913.2) 

6 ,856.1 

6,338.7 

$24,792.0 

$23,705.8 


Set* accompanying Notes to Consolidated Financial Statements. 
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Management’s Analysis—Financial Condition 


<Siv Management s Analysis - ()t enieiv an {Hti^e 24far Ixickgrviuui 
information.) 

Assets increased M l billion or 5% over 1993. Short-term invest¬ 
ments largely represent high-grade marketable securities portfo¬ 
lios held outside the l S. The portfolio in Puerto Rico, which 
totaled $853 million at year-end 1994 and $1.3 billion at year-end 
1993. arises from the operating cash flows of the centralized con¬ 
centrate manufacturing facility that operates under a tax incentive 
grant The grant provides that the portfolio funds may lx* remit¬ 
ted to the l \S. without any additional tax. PepsiCo remitted $380 
million of the portfolio to the U.S. in 199a and 5564 million in 
1993. PepsiCo continually reassesses its alternatives to redeploy 
its maturing investments in this and other portfolios held outside 
the l .S.. considering other investment opportunities and risks, tax 
consequences and overall financing strategies. 

Liabilities rose 5569 million or 3"' over 1993- Income taxes 
payable decreased 5152 million or 18’.., reflecting the prepay¬ 
ment of taxes in 199 * related to a federal tax audit. Other liabili¬ 
ties increased S510 million or 38%. reflecting a reclassification of 
amounts from Other current liabilities, normal growth in long¬ 
term liabilities and recognition of a liability for postemployment 
Ixmefits under SPAS 112. 

At year-end 199* and 1993. St.5 billion and S3.5 billion, 
resjxvtively. of short-term Ix^rrowings w ere classified as long¬ 
term. reflecting PepsiCo s intent and ability, through the exis¬ 
tence* of its unused revolving credit facilities, to refinance these 
lx>rrow ings. PepsiCo’s unused credit facilities with lending insti¬ 
tutions, which exist largely to support the issuances of short-term 
borrowings, were S3.5 billion at year-end 199a and 1993 
Effective January 3. 1995, PepsiCo replaced its existing credit 
facilities with new credit facilities aggregating Sa.5 billion, of 
which $1.0 billion expire in 1996 and $3.5 billion expire in 2000. 
Annually, these facilities can lx* extended an additional year 
upon the mutual consent of PepsiCo and the lending institutions. 

Financial Leverage is measured by PepsiCo on both a mar¬ 
ket value and historical cost basis. PepsiCo lx*lieves that the 
most meaningful measure of debt is on a net basis, w hich takes 
into account its large investment portfolios held outside the U.S. 
These portfolios are managed as part of PepsiCo's overall financ¬ 
ing strategy' and are not required to support day-to-day opera¬ 
tions. Net debt reflects the pro forma remittance of the portfo¬ 
lios (net of related taxes) as a reduction of total debt. Total debt 
includes the present value of operating lease commitments. 

PepsiCo lx*lieves that market leverage (defined as net debt as 
a percent of net debt plus the market value of equity, based on 
the year-end Mxxk price) is an appropriate measure of PepsiCo's 
financial leverage. Unlike historical cost measures, the market 
value of equity primarily reflects the estimated net present value 
of expected future cash flow s that will lx>th support debt and 
provide returns to shareholders. The market net debt ratio was 
26°/ at year-end 1994 and 22% at year-end 1993- The increase 
w as due to a 13% decrease in PepsiCo s stock price as well as an 
8% increase in net debt. PepsiCo has established a long-term 
target range of 20-25% for its market net debt ratio to optimize its 
cost of capital. 


As measured on an historical cost basis, the ratio of net debt 
to net capital employed (defined as net deb . other liabilities, 
deferred income taxes and shareholders' equity) was 49% at 
year-end 1994 and 50% at year-end 1993. The decline w as due 
to a 9% increase in net capital employed, partially offset by the 
increase in net debt. 

Because of PepsiCo’s strong cash generat ng capability and its 
strong financial condition, PepsiCo has continued access to capi¬ 
tal markets throughout the world. 

At year-end 1994, about 60% of PepsiCo5 net debt portfolio 
was exposed to variable interest rates, up from about 55" in 
1993. In addition to variable rate debt, all net debt with maturi¬ 
ties of less than one year is categorized as variable. PepsiCo 
prefers funding its operations with v ariable rate debt Ixvause it 
lx*lieves that, over the long-term, variable rate debt provides 
more cost effective financing than fixed rate debt. PepsiCo will 
issue fixed rate debt if advantageous market opportunities arise. 

A 1 point change in interest rates on v ariable rate net debt would 
impact annual interest expense, net of interest income, by 
approximately 538 million ($21 million after-tax or SO.03 per 
share) assuming the level and mix of the Decemlx*r 31. 1994 net 
debt portfolio was maintained. 

PepsiCo's negative operating working capital position, which 
principally reflects the cash sales nature of its restaurant opera¬ 
tions. effectively provides additional capital for investment. 
Operating working capital, which excludes short-term inv est¬ 
ments and short-term borrowings, was a negativ e $6 T ~ million 
and $849 million at year-end 199 1 and 1993, respectively. The 
S P2 million decline in negative working capital primarily reflect¬ 
ed reclassification of amounts from Other current liabilities to 
Other Liabilities and base business growth in the more working 
capital intensiv e bottling and snack food operations exceeding 
tiie growth in restaurant operations. 

Shareholders’ Equity increased 5517 million or 8% from 
1993. This change reflected an 18% increase in retained earn¬ 
ings due to 51.8 billion in net income less cividends declared of 
$555 million. This grow th w as offset by a $ h8 million increase 
in treasury' stock that reflected share repurchases, net of shares 
used for stock option exercises and acquisitions, and a $28" mil¬ 
lion unfavorable change in the currency translation adjustment 
account (CTA). The CI A change primarily reflected the impact 
of the dev aluation of the Mexican peso in late 199 * on the trans¬ 
lation of our peso denominated net assets. 

Based on income before cumulative effect of accounting 
changes. PepsiCo's return on average shareholders’ equity 
(ROAE) was 27.0% in 1994 and 27.2% in 1993. The ROAE w as 
26.5% in 199 * and 25.3% in 1993, excluding from both income 
and shareholders’ equity' the effect of the accounting changes 
and BALSA gain in 199*4 as well as the $29.9 million charge in 
1993 due to 1993 U.S. tax legislation. 


Consolidated Statement of Cash Flows 


(in millions) 

PepsiCo, Inc. and Subsidiaries 


1993 and December 

26, 1992 


1994 

1993 

1992 

$ 1,784.0 

$ 1,587.9 

$ 1,301.7 

1,576.5 

1,444.2 

1,214.9 

(66.9) 

83.3 

(52.0) 

391.1 

344.8 

315.6 

(111.8) 

(161.0) 

(45.7) 

(101.6) 

(89.5) 

(11.8) 

1.2 

3.3 

(27.4) 

30.4 

143.2 

(102.0) 

54.4 

(125.1) 

(16.9) 

158.7 

(96.7) 

135.2 

31.3 

(325.8) 

(68.6) 

3,716.0 

3,134.4 

2,711.6 

(315.8) 

(1,011.2) 

(1,209.7) 

(2,253.2) 

(1,981.6) 

(1,549.6) 

55.3 

72.5 

89.0 

(218.6) 

(578.7) 

(1,174.8) 

649-5 

846.0 

1,371.8 

(9.9) 

(8.3) 

(249.4) 

(268.3) 

(109.4) 

(30.8) 

(2,361.0) 

(2,770.7) 

(2,753.5) 

1 ,285.2 

710.8 

1.092.7 

(1,179.5) 

(1,201.9) 

(616.3) 

1,303.8 

3,033.6 

911.2 

(1,727.7) 

(2,791.6) 

(2,062.6) 

113.8 

839.0 

1,075.3 

(540.2) 

(461.6) 

(395.5) 

(549.1) 

(4635) 

(32.0) 

97.4 

68.6 

82.8 

(43.5) 

(36.7) 

(30.9) 

(1,239.8) 

(303.3) 

24.7 

(11.4) 

(3.4) 

0.4 

103.8 

57.0 

(16.8) 

226.9 

169.9 

186.7 

$ 330.7 

S 226.9 

S 169.9 

$ 591.1 

549.5 

574.7 

$ 663.1 

675.6 

519.7 

$ 223.5 

897.0 

383.8 

$ 38.8 

364.5 

189.5 

$ 

60.8 

86.7 


Cash Flows - Operating Activities 

Income before cumulative effect of accounting changes. 

Adjustments to reconcile income before cumulative effect of accounting 
changes to net cash provided by operating activ ities: 

Depreciation and amortization. 

Deferred income taxes . 

Other noncash charges and credits, net. 

Changes in operating working capital, excluding effects of acquisitions: 

Accounts and notes receivable . 

Inventories . 

Prepaid expenses, taxes and other current assets. 

Accounts payable . 

Income taxes payable. . 

Other current liabilities . 


Net change in operating working capital . 

Net Cash Provided by Operating Activities 

Cash Flow s - Investing Activities 

Acquisitions and investments in affiliates . 

Capital spending . 

Proceeds from sales of property, plant and equipment 
Short-term investments, by original maturity: 

More than three months-purchases . 

More than three months-maturities . 

Three months or less, net . 

Other, net . 


Net Cash Used for Investing Activities . . 

Cash Flows — Financing Activities 

Proceeds from issuances of long-term debt 

Payments of long-term debt. 

Short-term borrowings, by original maturity: 

More than three months-proceeds. 

More than three months-pavments .... 

Three months or less, net . 

Cash dividends paid. 

Purchases of treasury stock . 

Proceeds from exercises of stock options . . 
Other, net . 


Net Cash (Used for) Provided by Financing Activities 

Effect of Exchange Rate Changes on Cash and Cash Equivalents 

Net Increase (Decrease) in Cash and Cash Equivalents . 

Cash and Cash Equivalents — Beginning of Year 

Cash and Cash Equivalents — End of Year 


Supplemental Cash Flow' Information 
Cash Flow’ Data 

Interest paid . 

Income taxes paid.. 

Schedule of Noncash Investing and Financing Activities 

Liabilities assumed in connection with acquisitions . 

Issuance of treasury stock and debt for acquisitions. 

Book value ol net assets exchanged for investment in affiliates 


See accompanying Notes to Consolidated f inancial Statements 
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Management’s Analysis - Cash Flows 


(Sii»Management s Analysts- Otenieu on page 24 for background 
inf ormation.) 

Cash (low activity in 1994 reflected strong cash flows from opera¬ 
tions of $3" billion and Sail million in net proceeds from short¬ 
term investment activities. These amounts were used to fund 
capital spending of S2.3 billion, purchases of treasury stock total¬ 
ing $$49 million, dividend payments of $$40 million, acquisition 
activity of $316 million and net debt repayments of $204 million. 

One of PepsiCo's most significant financial strengths is its 
internal cash generation capability. In fact, after capital spending 
and acquisitions, each industry segment generated positive cash 
flows in 199-4, with particularly strong results from beverages 
and snack foods. Net cash flows from PepsiCo’s domestic busi¬ 
nesses w ere partially offset by international uses of cash, reflect¬ 
ing strategies to accelerate growth of international operations. 

The significant devaluation of the Mexican peso in late 199-4 
and early 199$ did not materially impact 199a consolidated cash 
flows. How ev er. I because PepsiCo's operations in Mexico repre¬ 
sented approximately 7% of consolidated cash flows from opera¬ 
tions in 199 i. the dev aluation and its related effects are expected 
to have an unfavorable impact on 199$ cash flows from opera¬ 
tions In addition to the actions taken to mitigate the unfavorable 
impact on operating profits, the operations in Mexico will defer a 
portion of their c apital spending. Nonetheless, significant uncer¬ 
tainties remain in Mexico and, as a result, it is not possible to 
quantify* the impact on 199$ cash flows. In addition, actions are 
being taken in other parts of the world intended to mitigate the 
impact. See Management s Analysis - Overview on page 26 for 
additional discussion. 

Net Cash Provided by Operating Activities in 199-4 rose 
$$82 million or 19* i ov er 1993, and in 1993 grew $-423 million or 
16% over 1992. Income lx*fore noncash charges and credits rose 
6 % in 199 4 and 24% in 1993. The increases in depreciation and 
amortization noncash charges of $132 million in 1994 and $229 
million in 1993 reflected capital spending and in 1993. acquisi¬ 
tions. The 1994 decrease of $ 1 $0 million in the deferred income 
tax prov ision was primarily due to the effect in 1994 of convert¬ 
ing from premium based casualty insurance to self-insurance for 
most of these risks and adopting SFAS 112 for accounting for 
postemployment Ixnefits. The 1993 increase of $135 million in 
the deferred income tax provision was primarily due to the lap¬ 
ping of 1992 effects related to restructuring accruals and pre¬ 
funded employee benefit expenses and the impact of 1993 U S. 
tax legislation. The cash prov ided in 199 4 from working capital 
w as $357 million lx*tter than 1993. reflecting normal increases in 
accrued liabilities across .ill of our businesses, lapping the effect 
of higher income tax payments and a lower prov ision in 1993 
and improved trade receivable collections, partially offset by the 
impact on accounts payable of the timing of a large year-end 
payment to prefund employee benefits, live 1993 over 1992 net 
increase of $25^ million in cash used for operating working capi¬ 
tal reflected slower collections of domestic accounts receiv able, 
adv ance domestic purchases of product ingredients, the higher 
payments of income taxes and the lapping of 1992 and 1991 
effects related to restructuring accruals, partially offset by the 
payment to prefund employee Ix-nefits. 


Investing Activities over the past three years reflected strate¬ 
gic spending in all three industry segments 1 i rough capital 
spending, acquisitions and investments in affiliates. PepsiCo 
seeks inv estments that generate cash returns in excess of its 
long-term cost of capital, which is estimated to lx* approximately 
11% at year-end 199-4. See Note $ for a discussion of acquisition 
activity. About 75% of the total acquisition activ ity in 1994 repre¬ 
sented international transactions, compared to 45% in 1993 and 
60% in 1992. PepsiCo continues to seek opportunities to 
strengthen its position in its domestic and in emational industry 
segments through such strategic acquisitions. 

Increased capital spending in 1994 w as driven by beverages 
reflecting investments in equipment for new packaging and new 
products in the l\S. and emerging international markets, primari¬ 
ly Eastern Europe. Capital spending increases in 1993 and 1992 
were driven by restaurants, primarily for new units. Restaurants 
represented about half of the total capital spending in all three 
years. Restaurants, leverages and snack ftx els represent 40%, 
30% and 30%. respectively, of the estimated $2.4 billion spend¬ 
ing in 199$. This reflects a shift primarily from restaurants to 
snack fexxis. Beverages and snack fcxxls 199$ capital spending 
reflects production capacity expansion and equipment replace¬ 
ments. while restaurants is primarily for new units. Restaurant 
capital spending in 199$ may be further reduced depending 
upon future decisions as descrilxd Ix’ginning on page l 7 . 
Approximately one-third of the planned 199$ capital spending 
relates to international businesses, about the same as the prior 
three years. Cash provided by operations is expected to be suffi¬ 
cient to fund the expected capital spending. 

Investment activ ity in PepsiCo’s short-term portfolios, primarily 
held outside the U.S., provided $ 421 million in 1994 and $2$9 
million in 1993. respectively, compared to the increased net 
investment of $52 million in 1992. 

Financing Activities. The 1994 over 1993 change in cash 
flows from net financing activities was a use 1 of $937 million, pri¬ 
marily reflecting net repayments of short and long-temi debt of 
$204 million compared to net proceeds of $590 million in 1993. 
Tile 0193 ov er 1992 change in cash flows from financing activi¬ 
ties was a use of $328 million, primarily due to increased pur¬ 
chases of treasury* stex'k. 

At year-end 1994, PepsiCo had authority to issue $3.4 billion 
of long-term debt and had facilities in place in the U.S.. Europe 
and Japan to take advantage of marketplace opportunities. The 
principal purposes of these* shelf registrations are for financing 
growth activities and refinancing Ixirrowings. 

Cash dividends declared were $55$ million in 1994 and $486 
million in 1993. PepsiCo targets a dividend payout of about one- 
third of the prior year’s income from ongoing operations, thus 
retaining sufficient earnings to provide financial resources for 
growth opportunities. 

Share repurchase decisions are evaluated considering manage¬ 
ment’s target capital structure and other investment opportuni¬ 
ties. In 1994. PepsiCo repurchased 15.0 million shares at a cost 
of $$49 million. Subsequent to year-end, PepsiCo repurchased 
3.4 million shares through February* 7. 1995 at a cost of $121 mil¬ 
lion. Including these repurchases. 18.8 million shares have lx*en 
repurchased under the $0 million share reparchase authority 
granted by PepsiCo’s Board of Directors on July 22. 1993. 




Consolidated Statement of Shareholders’ Equity 

(in millions except per share amounts) 

PepsiCo, Inc. and Subsidiaries 

Fifty-three weeks ended December 31, 1994 and fifty-two weeks ended December 25, 1993 and December 26, 1992 


Capital Stock Currency 

Capital Translation 

_ Treasur Y _ in Excess Retained Adjustment 



Shares 

Amount 

Shares 

.Amount 

of Par Value 

Earnings 

and Other 

Total 

Shareholders’ Equity, December 28, 1991 . . . 

863 1 

S 14.4 

(74.0) $ 

(745.9) 

$ 476.6 

$ 5,470.0 

$ 330.3 

$ 5,545.4 

1992 Net income. 

Cash dividends declared 

- 

- 

- 

- 

- 

374.3 

- 

374.3 

(per share-$0.51) . 

- 

- 

- 

- 

- 

(404.6) 

- 

(404.6) 

Currency translation adjustment . 

Shares issued in connection with 

— 

— 

— 

— 

— 

— 

(429.3) 

(429.3) 

acquisitions . 

Stock option exercises, including tax 

— 

— 

4.3 

44.2 

115.3 

— 

— 

159.5 

benefits of $57.5. 

- 

- 

6.3 

65.3 

74.9 

- 

- 

140.2 

Purchases of treasury stock. 

- 

- 

(1.0) 

(32.0) 

— 

- 

— 

(32.0) 

Other. 

- 

- 

0.1 

1.4 

0.8 

- 

- 

2.2 

Shareholders’ Equity, December 26, 1992 . . . 

863.1 

$ 14.4 

(64.3) S 

(667.0) 

$ 667.6 

$ 5.439 7 

$ (99.0) 

$ 5,355.7 

1993 Net income. 

Cash dividends declared 

- 

- 


- 

- 

1,587 9 


1,587.9 

(per share-$0.6l) . 

- 

- 

- 

- 

- 

(485 7) 

— 

(485.7) 

Currency translation adjustment . 

- 

- 

- 

- 

- 

- 

(77.0) 

(77.0) 

Purchases of treasury stock. 

Shares issued in connection with 

— 

— 

(12.4) 

(463.5) 

— 

— 

— 

(463.5) 

acquisitions . 

Stock option exercises, including tax 

— 

— 

8.9 

170.2 

164.6 

— 

— 

334.8 

benefits of $23.4. 

Pension liability adjustment, net of 

— 

— 

3.4 

46.0 

46.1 

- 

— 

92.1 

deferred taxes of $5.1. 

- 

- 

- 

— 

— 

— 

(7.9) 

(7.9) 

Other. 

- 

- 

0.1 

1.1 

1.2 

- 

- 

2.3 

Shareholders’ Equity, December 25, 1993 . . . 

863.1 

$ 14.4 

(64.3) S 

(913.2) 

$ 879.5 

$ 6,541.9 

$ (183.9) 

$ 6,338.7 

1994 Net income. 

Cash dividends declared 

- 

- 

- 


- 

1,752.0 

- 

1,752.0 

(per share-$0.70) . 

- 

- 

- 

— 

— 

(554.8) 

— 

(554.8) 

Currency translation adjustment . 

- 

- 

- 

- 

- 

- 

(294.6) 

(294.6) 

Purchases of treasury stock. 

Stock option exercises, including tax 

— 

— 

(15.0) 

(549.1) 

— 

— 

— 

(549.1) 

benefits of $27.1. 

Shares issued in connection with 

— 

— 

4.9 

80.8 

44.5 

— 

— 

125.3 

acquisitions . 

Pension liability adjustment, net of 

— 

— 

0.9 

15.1 

13.7 

— 

— 

28.8 

deferred taxes of $5.1. 

— 

— 

— 

_ 

_ 

_ 

7.9 

7.9 

Other. 

- 

- 

0.3 

5.2 

(3.3) 

- 

- 

1.9 

Shareholders’ Equity, December 31, 1994 

863.1 

$14.4 

(73.2) $(1,361.2) 

$934.4 

$7,739.1 

$(470.6) 

$6,856.1 


Set* accompanying Notes to Consolidated Financial Statements 
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Notes to Consolidated Financial Statements 


(tabular dollars in millions except per share amounts) 

Note 1 - Summary' of Significant Accounting Policies 

The preparation of the Consolidated Financial Statements 
requires estimates and assumptions that affect amounts reported 
and disclosed in the financial statements and related notes. 

Actual results could differ from those estimates. Certain reclassi¬ 
fications were made to prior year amounts to conform with the 
1994 presentation. Significant accounting policies are discussed 
below, or where applicable, in the Notes that follow. 

Principles of Consolidation. The financial statements 
reflect the consolidated accounts of PepsiCo, Inc. and its con¬ 
trolled affiliates. Intercompany accounts and transactions have 
been eliminated. Investments in affiliates in which PepsiCo 
exercises significant influence but not control are accounted for 
by the equity' method and the equity' in net income is included 
in Selling, general and administrative expenses. 

Marketing Costs. Marketing costs are reported in Selling, 
general and administrative expenses and include costs of adver¬ 
tising, marketing and promotional programs. Promotional dis¬ 
counts are expensed as incurred and other marketing costs not 
deferred at year-end are charged to expense ratably in relation to 
sales over the year in which incurred. Marketing costs deferred 
at year-end consist of media and personal service advertising 
prepayments, promotional materials in inventory' and production 
costs of future media advertising; these assets are expensed in 
the year first used. 

Promotional discounts to retailers in the beverage segment are 
classified as a reduction of sales; in the snack food segment, 
such discounts are generally classified as marketing costs. The 
difference in classification reflects our historical view that promo¬ 
tional discounts had become so pervasive in the beverage indus¬ 
try’, compared to the snack food industry, that they were effec¬ 
tively price discounts and should be classified accordingly. This 
differing accounting classification was also supported by a sur¬ 
vey of the accounting practice of others in the beverage and 
snack food industries. PepsiCo plans to review its accounting 
policy in 1995 to determine whether die different accounting 
classification for beverages and snack foods still reflects the sub¬ 
stance of the activity and whether it continues to be consistent 
with others in our industries. Depending on the outcome of the 
review, PepsiCo may change its accounting classification of bev¬ 
erage or snack food promotional discounts. Any change will not 
impact reported earnings as it would only result in a reclassifica¬ 
tion of the cost of promotional discounts between Net Sales and 
Selling, general and administrative expenses. 

Cash Equivalents. Cash equivalents represent funds tem¬ 
porarily invested (with original maturities not exceeding three 
months) as part of PepsiCo's management of day-to-day operat¬ 
ing cash receipts and disbursements. All other investment port¬ 
folios, largely held outside the U.S., are primarily classified as 
short-term investments. 

Net Income Per Share. Net income per share is computed 
by dividing net income by the weighted average number of 
shares and share equivalents outstanding during each year. 

Research and Development Expenses. Research and 
development expenses, which are expensed as incurred, were 


$152 million, $113 million and $102 million in 1994, 1993 and 
1992. respectively. 

Fiscal Year. PepsiCo’s fiscal year ends on the last Saturday in 
December and, as a result, a fifty-third week is added every’ 5 or 
6 years. The fiscal year ending December 31. 1994 consisted of 
53 weeks. 

Note 2 - Business Segments 

Information regarding industry' segments and geographic areas 
of operations is provided on pages 27 through 29. 

Note 3 - Items .Affecting Comparability' 

The fifty-third week, as described in Note 1, increased earnings 
in 1994 by approximately $54.0 million ($34.9 million after-tax or 
$0.04 per share ). See Items Affecting Comparability on page 27 
for the estimated impact of the fifty-third week on comparability 
of net sales and operating profits. 

The effects of unusual items, primarily restructuring charges, 
and accounting changes on comparability o operating profits 
are provided in Items Affecting Comparability on page 27. 

Information regarding the 1994 gain from a public share offer¬ 
ing by r PepsiCo’s BAESA joint venture and a 1993 charge to 
increase net deferred tax liabilities as of the loginning of 1993 
for a 1% statutory income tax rate increase due to 1993 U.S. tax 
legislation are provided in Notes 4 and 17, respectively. 

Note 4 - Joint Venture Stock Offering 

In 1993, PepsiCo entered into an arrangement with the principal 
shareholders of Buenos Aires Embotelladora 5.A. (BAESA), a 
franchised bottler with operations in Argentina and Costa Rica. 
PepsiCo contributed certain assets, primarily bottling operations 
in Chile and Uruguay, while the shareholders contributed all of 
their outstanding shares in BAESA, representing 72.8% of the vot¬ 
ing control and 42.5% of the ownership interest. Through this 
arrangement. PepsiCo’s ownership in BAESA, which is accounted 
for by the equity method, was 25.9%. 

On March 24. 1994, BAESA completed a public offering of 2.9 
million American Depositary’ Shares (ADS) at $34.50 per ADS. 
which are traded on the New York Stock Exchange. In conjunc¬ 
tion with die offering, PepsiCo and certain other shareholders exer¬ 
cised options for the equivalent of 1.6 million ADS. As a result ot 
these transactions, PepsiCo’s ownership in BAESA declined to 
23-8%. The transactions generated cash proceeds for BAF.SA of 
$136.4 million. The resulting one-time, noncash gain to PepsiCo 
was $17.8 million ($16.8 million after-tax or $0.02 per share ). 

Note 5 - Acquisitions and Investments in Affiliates 

During 1994. PepsiCo completed acquisitions and affiliate invest¬ 
ments aggregating $355 million, principally for cash. In addition, 
approximately $41 million of debt was assumed in these transac¬ 
tions, most of which was subsequently retired. This activity 
included equity' investments in international franchised bottling 
operations, primarily in Thailand and China, and acquisitions of 
international and domestic franchised restaurant operations and 
franchised and independent bottling operations, primarily in 
India and Mexico. 

During 1993, PepsiCo completed acquisitions and affiliate 
investments aggregating $1.4 billion, principally comprised of 
$1.0 billion in cash and $335 million in PepsiCo Capital Stock. 
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Approximately $307 million of debt was assumed in these trans¬ 
actions, more than half of which was subsequently retired. This 
activity included acquisitions of domestic and international fran¬ 
chised restaurant operations, the buyout of PepsiCo s joint ven¬ 
ture partners in a franchised bottling operation in Spain and the 
related acquisition of their fruit-flavored beverage concentrate 
operation, the acquisition of the remaining 85% interest in a 
large franchised bottling operation in the Northwestern U.S.. the 
acquisition of a regional Mexican-style casual dining restaurant 
chain in the U.S. and equity investments in certain franchised 
bottling operations in Argentina and Mexico. 

During 1992, acquisitions and affiliate investment activity' 
aggregated S1.4 billion, principally for cash. In addition, approx¬ 
imately $218 million of debt was assumed in these transactions, 
most of which svas subsequently retired. This activity’ included 
acquisitions of international (primarily Canada) and domestic 
franchised bottling operations and a number of domestic and 
international franchised restaurant operations, the buyout of 
PepsiCo’s joint venture partner in a Canadian snack food busi¬ 
ness and an equity investment in a domestic casual dining 
restaurant chain featuring gourmet pizza. In addition, PepsiCo 
exchanged certain previously consolidated snack fcxxl opera¬ 
tions in Europe with a net book value of $87 million for a 60% 
equity interest in an international snack food joint venture with 
General Mills, Inc. PepsiCo secured a controlling interest in its 
Mexican cookie affiliate, Gamesa, through an exchange of cer¬ 
tain non-cookie operations of Gamesa for its joint venture part¬ 
ner’s interest. 

The acquisitions have been accounted for by the purchase 
method; accordingly, their results are included in the 
Consolidated Financial Statements from their respective dates of 
acquisition. The aggregate impact of acquisitions was not mater¬ 
ial to PepsiCo’s net sales, net income or net income per share; 
accordingly, no related pro forma information is provided. 

Note 6 - Inventories 

Inventories are valued at the lower of cost (computed on the 
average, first-in, first-out or last-in, first-out [LIFO] method) or net 
realizable value. The cost of 38% of 1994 inv entories and 41% of 
1993 inventories was computed using the LIFO method. Use of 
the LIFO met hex! increased the total 1994 and 1993 year-end 
inventory amounts below by $5.5 million and S8.9 million, 
respectively. 

_1994 1993 

Raw materials and supplies . $454.8 $463.9 

Finished goods. 515.2 460.8 

$970.0 $924.7 


See page 24 of Management’s Analysis - Overview, for a dis¬ 
cussion of PepsiCo’s use of futures contracts to hedge its expo¬ 
sure to market price fluctuations for certain raw materials. Gains 
and losses on these contracts are deferred and included 
in the related cost of raw' materials when purchased. Gains and 
losses realized in 1994 or deferred at year-end were not 
significant. As of December 31, 1994, PepsiCo had various open 
contracts, generally expiring by December 1995. which were 
not material. 


Note 7 - Property', Plant and Equipment 

Property 7 , plant and equipment are stated at cost. Depreciation is 
calculated principally on a straight-line basis over die estimated 
useful lives of the assets. Depreciation expense in 1994. 1993 
and 1992 was $1.2 billion, $1.1 billion and $923 million, 
respectively. 



1994 

1993 

Land. 

$ 1,321.6 

S 1.186.4 

Buildings and improvements . 

5,664.1 

5.017.6 

Capital leases, primarily buildings . 

451.2 

402.6 

Machinery and equipment . 

8,208.1 

7,175.0 

Construction in progress. 

485.1 

468.4 


16,130.1 

14,250.0 

Accumulated depreciatic>n . 

(6,247.3) 

(5.394.4) 


$ 9,882.8 

$ 8,855.6 


Note 8 - Intangible Assets 

Identifiable intangible assets arose from the allocation of pur¬ 
chase prices of businesses acquired and consist principally of 
reacquired franchise rights and trademarks. Reacquired fran¬ 
chise rights relate to acquisitions of franchised bottling and 
restaurant operations and trademarks principally relate to acqui¬ 
sitions of international snack fcxxl and beverage trademarks. 
Amounts assigned to such identifiable intangibles were based on 
independent appraisals or internal estimates. Goodwill repre¬ 
sents the residual purchase price after allocation to all identifi¬ 
able net assets. 

Intangible assets are amortized on a straight-line basis over appro¬ 
priate periods generally ranging from 20 to 40 years. Accumulated 
amortization, included in die amounts lxiow . was $1.6 billion and 
$1.3 billion at year-end 1994 and 1993. reflectively. 

1994 1993 

$3,974.0 $3,959.7 

768.5 849.1 

249.7 204.1 

^2,849.9 2,916.6 

$7,842.1 $7,929.5 


The recoverability of carrying amounts of intangible assets is 
evaluated on a recurring basis. The primary' indicators of recov¬ 
erability are current or forecasted profitability’ over the estimated 
remaining life of the intangible assets, measured as the com¬ 
bined operating profit of the acquired business (including amor¬ 
tization of the intangible assets) and existing businesses that are 
directly related to the acquired business. Consideration is also 
given to the estimated disposal values of certain identifiable 
intangible assets compared to their carrying amounts. If recover¬ 
ability of an intangible asset is unlikely based on the evaluation, 
the carry ing amount is reduced by the amount it exceeds the 
forecasted operating profits and any disposal value. For the 
three-year period ended December 31, 1994, there were no sig¬ 
nificant adjustments to the carrying amounts of the intangible 
assets resulting from these evaluations. 


Reacquired franchise rights . 

Trademarks . 

Other identifiable intangibles 
Goodwill . 
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Note 9 - Short-term Borrowings and Long-term Debt 



1994 

1993 

Short-term Borrow ings 

Commercial paper (5.4% and 3 3%) (A) . . 

$ 2,254.4 

$ 3,535.0 

Current maturities of long-term 
debt issuances (A). 

987.5 

1.183.1 

Notes (5.4% and 3-5%) (A). 

1,492.4 

394.0 

Other torro wings (6.5% and 6.3%) .... 

444.2 

5291 

Amount reclassified 
to long-term debt (B) 

(4,500.0) 

(3,450.0) 


$ 678.5 

$ 2.191.2 

Long-term Debt 

Short-term borrowings, reclassified (B) . . 

$ 4,500.0 

5 3.450,0 

Notes due 1995 through 2008 (6.6% and 
6.5%) (A). 

3,724.7 

3.873.8 

Euro notes, 8% due 1997 . 

250.0 

- 

Zero coupon notes, S795 million due 
1995-2012 (14.6% and 14.4% annual 
yield to maturitv) . 

219.2 

327.2 

Japanese yen 3.3% bonds 
due 1997 (D) . 

200.8 

_ 

Swiss franc perpetual Foreign Interest 
Payment bonds (C) . 

213.0 

212.2 

Swiss franc 5 '/,% hearer bonds 
due 1995 CD). 

99.7 

90.1 

Swiss franc 7 ]/ M notes due 199 * (D) . . 

- 

69.8 

Capital lease obligations (See Note 11) . . 

298.2 

291.4 

Other, due 1995-2015 (8.1% and 6.6%) . . 

322.4 

311.2 


9,828.0 

8,625.7 

Less current maturities of long-term 
debt issuances . 

(987.5) 

(1,183.1) 


$ 8,840.5 

S 7,442.6 


The interest rates in the above table indicate, where applicable, 
the weighted average rates at year-end 199a and 1993, respectively. 

The carry ing amount of long-term debt includes any related 
discount or premium and unamortized debt issuance costs. The 
debt agreements include various restrictions, none of which are 
presently significant to PepsiCo. Subsequent to year-end 1994, 
PepsiCo issued SI50 million of Notes through February 7. 1995. 

The annual maturities of long-term debt through 1999, exclud¬ 
ing capital lease obligations and the reclassified short-term bor¬ 
rowings. are: 1995-51.0 billion, 1996-51.1 billion, 1997-51.0 bil¬ 
lion, 1998-51.2 billion and 1999-5280 million. 

See Management s Analysis - Overview on page 24 for a dis¬ 
cussion of PepsiCo's use of interest rate swaps and currency 
exchange agreements and its management of the inherent credit 
risk and Note 10. 

(A) Tlie following table indicates the notional amount and 
weighted average interest rates, by category, of interest rate swaps 
outstanding at year-end 1994 and 1993, respectively. The weight¬ 
ed average variable interest rates that PepsiCo pays, which are 
indexed primarily to either commercial paper or LIBOR rates, are 
based on rates as of the respective balance sheet date and are 
subject to change. Terms of interest rate swap agreements match 


the debt they modify and terminate in 1995 through 2008. The 
differential to lx j paid or received on interest rate swaps is 
accrued as interest rates change and is charged or credited to 
interest expense over the life of the agreements. The carrying 
amount of each interest rate swap is reflected in the Consoli¬ 
dated Balance Sheet as a receivable or payable under the appro¬ 
priate current asset or liability' caption. 

1994 1993 


Receive fixed-pay variable: 

Notional amount. $1,557.0 

Weighted average receive rate .... 5.89% 

Weighted average pay rate . 6.12% 

Receive variable-pay variable: 

Notional amount. $1,008.5 

Weighted average receive rate .... 4.90% 

Weighted average pay rate . 5.99% 

Receive variable-pay fixed: 

Notional amount. $ 215.0 

Weighted average receive rate .... 6.56% 

Weighted average pay rate . 8.22% 


5 570.0 
5.96% 
3.28% 

5 465.0 
3.81% 
3.17% 

5 265.0 
3.84% 
7.46% 


The following table identifies the composition of total debt 
(excluding capital lease obligations and the effect of the reclassi¬ 
fied amounts from short-tenn borrowings) after giving effect to 
the impact of interest rate swaps. .All short-term borrowings are 
considered variable interest rate debt for pu poses of this table. 


1994 1993 



Weighted 


Weighted 


Average 


Average 

Carrying 

Interest 

Carrying 

Interest 

Amount 

Rate 

Amount 

Rate 


Variable interest 
rate debt: 





Short-tenn 
borrowings . . . 

. $5,178.5 

6.19% 

$5,641.2 

4.11% 

Long-term debt . 

1,102.5 

6.25% 

567.6 

4.75% 


6,281.0 

6.20% 

6,208.8 

4.17% 

Fixed interest rate 
debt. 

2,939.8 

6.96% 

3.133.6 

6.95% 


$9,220.8 

6.44% 

$9,342.4 

5.10% 


(B) At year-end 1994 and 1993. PepsiCo had unused revolv¬ 
ing credit facilities covering potential borrowings aggregating 
$3.5 billion. Effective January 3, 1995. PepsiCo replaced its exist¬ 
ing credit facilities with new revolving credit facilities aggregating 
$4.5 billion, of which S1.0 billion expire in 996 and 53.5 billion 
expire in 2000. At year-end 1994 and 1993, 54.5 billion and 53.5 
billion, respectively, of short-term borrowings were classified as 
long-term debt, reflecting PepsiCo’s intent and ability', through 
the existence of the unused credit facilities, to refinance these 
borrowings. These credit facilities exist largely to support the 
issuances of short-term borrowings and are available for acquisi¬ 
tions and other general corporate purposes. 

(C) The coupon rate of the Swiss franc 400 million perpetual 
Foreign Interest Payment bonds issued in 1986 is 7^% through 
1996. The bonds have no stated maturity date. At the end of 
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1994 


1993 


each 10-year period after the issuance of the bonds, PepsiCo and 
the bondholders each have the right to cause redemption of the 
bonds. If not redeemed, the coupon rate will be adjusted based 
on the prevailing yield of 10-year U.S. Treasury Securities. The 
principal of the bonds is denominated in Swiss francs. PepsiCo 
can, and intends to, limit the ultimate redemption amount to the 
U.S. dollar proceeds at issuance, which is the basis of the carry¬ 
ing amount. Interest payments are made in U.S. dollars and are 
calculated by applying the coupon rate to the original U.S. dollar 
principal proceeds of $214 million. 

(D) PepsiCo has entered into currency exchange agreements 
to hedge its foreign currency exposure on these issues of non- 
U.S. dollar-denominated debt. At year-end 1994, the carrying 
amount of this debt aggregated $301 million and the receivables 
and payables under related currency exchange agreements 
aggregated $50 million and S2 million, respectively, resulting in a 
net effective U.S. dollar liability’ of $253 million with a weighted 
average interest rate of 6.6%. At year-end 1993, the aggregate 
carrying amount of the debt and the receivables under related 
currency’ exchange agreements were $160 million and S41 mil¬ 
lion, respectively, resulting in a net effective U.S. dollar liability 
of SI 19 million with a weighted average fixed interest rate of 
6.5%. The carrying amount of each currency exchange agree¬ 
ment is reflected in the Consolidated Balance Sheet as a receiv¬ 
able or payable under the appropriate current and noncurrent 
asset and liability captions. Changes in the carrying amount of a 
currency’ exchange agreement resulting from exchange rate 
movements are offset by changes in the carrying amount of the 
related non-U.S. dollar-denominated debt, as both amounts are 
based on current exchange rates. 

Note 10 - Fair Value of Financial Instruments 

The carrying amounts in the following table are included in the 
Consolidated Balance Sheet under the indicated captions, except 
for debt-related derivative instruments (interest rate swaps and 
currency exchange agreements), which are included in the 
appropriate current or noncurrent asset or liability’ caption. 
Investments consist primarily of debt securities and have been 
classified as held-to-maturity. Noncurrent investments mature at 
various dates through 2000. 

Because of the short maturity of cash equivalents and short¬ 
term investments, the carrying amount approximates fair value. 
The fair value of noncurrent investments is based upon market 
quotes. The fair value of debt, debt-related derivative instru¬ 
ments and guarantees is estimated using market quotes, valua¬ 
tion models and calculations based on market rates. 

See Management’s Analysis - Overview on page 24 and Note 
9 for more information regarding PepsiCo’s use of interest rate 
swaps and currency exchange agreements and its management 
of the inherent credit risk. 


Carrying Fair Carrying Fair 

Amount Value Amount Value 

Assets 

Cash and 

cash equivalents ... $ 330.7 $ 330.7 $ 226.9 S 226.9 

Short-term 

investments . . . .... $1,157.4 $1,157.4 $1,573.8 $1,573.8 
Other assets 
(noncurrent 

investments). $ 48.0 $ 47.5 $ 55.5 $ 55.4 

Liabilities 

Debt: 

Short-term 
borrowings 
and long-term debt, 


net of capital leases . $9,220.8 $9,265.4 $9,342.4 S9,626.0 

Debt-related 
derivative 
instalments: 

Open contracts in 

asset position .. (51.3) (51.4) (42.4) (72.7) 

Open contracts in 

liability position . 7.9 54.1 1.2 32.8 

Net debt. $9,177.4 $9,268.1 $9,301-2 $9,586.1 


Guarantees . - $ 2.7 - $ 1.7 


Note 11 - Leases 

PepsiCo has noncancelable commitments under both capital and 
long-term operating leases, primarily for restaurant units. Certain 
of these units have been subleased to restaurant franchisees. In 
addition. PepsiCo is lessee under noncancelable leases covering 
vehicles, equipment and nonrestaurant real estate. Capital and 
operating lease commitments expire at various dates through 
2088 and, in many cases, provide for rent escalations and renew¬ 
al options. Most leases require payment of related executory- 
costs which include property taxes, maintenance and insurance. 

Future minimum commitments and sublease receivables under 
noncancelable leases are as follows: 


Commitments Sublease Receivables 



Capital 

Operating 

Direct 

Financing 

Operating 

1995 . 

$ 58.9 

S 313.0 

$ 3.2 

$ 9.6 

1996 . 

53.9 

276.4 

3.0 

8.8 

1997 . 

46.7 

247.3 

2.7 

7.7 

1998 . 

65.2 

228.7 

2.3 

6.7 

1999. 

34.4 

203.3 

2.0 

6.0 

Later years. 

. 279.0 

1,072.1 

7.1 

24.2 


$538.1 

$2,340.8 

$20.3 

$63.0 


At year-end 1994. the present value of minimum pay ments 
under capital leases was S298 million, after deducting $1 million 
for estimated executory costs and $239 million representing imput¬ 
ed interest. The present value of minimum receivables under 
direct financing subleases was $13 million after deducting S7 mil¬ 
lion of unearned interest income. 
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Rental expense and income were as follows: 

_ 1994 1993 1992 

Rental expense 


Minimum . $433.5 $392.3 $351.5 

Contingent . 31.7 27.5 27.5 

$465.2 $419.8 $379.0 

Rental income 

Minimum . $ 11.7 $ 12.2 $ 10.2 

Contingent . 3.5 4.4 4.5 


$ 15.2 $ 16.6 $ 14.7 


Contingent rentals are based on sales by restaurants in excess 
of levels stipulated in the lease agreements. 

Note 12 - Postretirement Benefits Other Than Pensions 

PepsiCo provides postretirement health care benefits to eligible 
retired employees and their dependents, principally in the U.S. 
Retirees who have 10 years of service and attain age 55 while in 
service with PepsiCo are eligible to participate in the postretire¬ 
ment benefit plans. The plans are not funded and w T ere largely 
noncontributory through 1993. 

In 1992, PepsiCo adopted Statement of Financial Accounting 
Standards No. 106, “Employers’ Accounting for Postretirement 
Benefits Other Than Pensions.” The cumulative effect of this 
change in accounting for years prior to 1992 resulted in a non¬ 
cash charge of $575.3 million pretax ($356.7 million after-tax or 
$0.44 per share). 

Effective in 1993 and 1994, PepsiCo implemented programs 
intended to stem rising costs and introduced retiree cost-sharing, 
including adopting a provision which limits its future obligation 
to absorb health care cost inflation. These amendments resulted 
in an unrecognized prior service gain of $191 million, which is 
being amortized on a straight-line basis over the average remain¬ 
ing employee service period of 10 years as a reduction in postre¬ 
tirement benefit expense beginning in 1993- 

The postretirement benefit expense for 1994, 1993 and 1992 


included the following components: 

1994 

1993 

1992 

Service cost of 

benefits earned. 

$ 18.6 

S 14.7 

$25.5 

Interest cost on accumulated 
postretirement benefit obligation . . 

41.4 

40.6 

50.8 

Amortization of prior service 
(gain) cost. 

(19.6) 

(19.6) 

0.1 

Amortization of net loss. 

5.6 

0.5 

- 


$ 46.0 

$ 36.2 

$76.4 


The decline in the 1993 expense was primarily due to the plan 
amendments, reflecting reductions in service and interest costs as 
well as the amortization of the unrecognized prior service gain. 


The 1994 and 1993 postretirement benefit liability included the 
following components: 



1994 

1993 

Actuarial present value of 
postretirement benefit obligation: 

Retirees. 

$(288.6) 

$(313.8) 

Fully eligible aaive plan 

participants . 

(88.1) 

(107.3) 

Other active plan participants . . . . 

(148.0) 

(206.9) 

Accumulated postretirement benefit 

obligation . 

(524.7) 

(628.0) 

Unrecognized prior service gain. 

(151.9) 

(171.5) 

Unrecognized net loss . 

11.5 

148.6 


$(665.1) 

$(650.9) 

The discount rate assumptions used 

in computing the informa- 

tion above were as follows: 


1994 1993 

1992 

Postretirement benefit expense. 

. . 6.8% 8.2 

8.9 

Accumulated postretirement 

benefit obligation. 

9.1% 6.8 

8.2 


The year-to-year fluctuations in the discount rate assumptions 
primarily reflea changes in U.S. interest rates. The discount rate 
represents the expected yield on a portfolio of high-grade (AA 
rated or equivalent) fixed-income investments with cash flow 
streams sufficient to satisfy benefit obligations under the plans 
when due. 

As a result of the plan amendments discussed above, separate 
assumed health care cost trend rates are used for employees 
w’ho retire before and after the effective date of the amend¬ 
ments. The assumed health care cost trend rate for employees 
w'ho retired before the effective date is 9.5% for 1995, declining 
gradually to 5.5% in 2005 and thereafter. For employees retiring 
after the effective date, the trend rate is 8.0% for 1995, declining 
gradually to 0% in 2005 and thereafter. A 1 point increase in the 
assumed health care cost trend rate would have increased the 
1994 postretirement benefit expense by S2.C million and would 
have increased the 1994 accumulated postretirement benefit 
obligation by $20.6 million. 


Note 13 - Pension Plans 

PepsiCo sponsors noncontributory defined benefit pension plans 
covering substantially all full-time domestic employees as well as 
contributory and noncontributory defined benefit pension plans 
covering certain international employees. Benefits generally are 
based on years of service and compensation or stated amounts for 
each year of service. PepsiCo funds the domestic plans in amounts 
not less than minimum statutory funding requirements nor more 
than the maximum amount that can be deducted for federal 
income tax purposes. International plans are funded in amounts 
sufficient to comply with local statutory requirements. The plans’ 
assets consist principally of equity securities, government and cor¬ 
porate debt securities and other fixed income obligations. For 1994 
and 1993, the domestic plan assets included (*.9 million shares of 
PepsiCo Capital Stock, with a market value of $227.2 million and 
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$265.7 million, respectively. Dividends on PepsiCo Capital Stock of $4.7 million and $4.0 million were received by die domestic plans in 
1994 and 1993, respectively. 

'Hie international plans presented below are primarily comprised of those in the U.K. and Canada for all three years as well as those 
in Mexico and Japan for 1994 and 1993. Information for 1992 has not been restated, since complete information for plans in Mexico 
and Japan was not available. Inclusion of die plans in Mexico and Japan increased die 1994 and 1993 pension expense by $7.9 million 
and $5.5 million, respectively. 

The net pension expense (income) for company-sponsored plans included the following components: 


Domestic Plans International Plans 



1994 

1993 

1992 

1994 

1993 

1992 

Service cost of benef its earned. 

$ 69.8 

$ 57.1 

$ 52.3 

$ 15.0 

$ 12.4 

$ 8.6 

Interest cost on projected benefit obligation . . . . 

84.0 

75.6 

72.0 

15.4 

15.0 

10.9 

Return on plan assets: 







Actual loss (gain). 

19.7 

(161.5) 

(61.3) 

8.1 

(40.8) 

(36.0) 

Deferred (loss) gain . 

(130.5) 

70.9 

(26.2) 

(32.5) 

20.4 

18.6 


(110.8) 

(90.6) 

(87.5) 

(24.4) 

(20.4) 

(17.4) 

Amortization of net transition (gain) loss . 

(19.0) 

(19.0) 

(19.0) 

(0.2) 

0.3 

- 

Net other amortization. 

9.1 

8.8 

8.2 

1.7 

1.7 

(6.5) 


$ 33.1 

$ 319 

$ 26.0 

$ 7.5 

$ 9.0 

$ (4.4) 








Reconciliations of the funded status of the plans to the pension liability 

are as follows: 





Domestic Plans 


International Plans 



Assets Exceed 

Accumulated 

Assets Exceed 

Accumulated 


Accumulated 

Benefits 

Accumulated 

Benefits 


Benefits 

Exceed Assets 

Benefits 

Exceed Assets 


1994 1993 

1994 

1993 

1994 1993 

1994 

1993 

Actuarial present value of benefit obligation: 







Vested benefits . 

. $ (774.0) S (726.0) 

$(21.6) 

$(192.8) : 

$(124.4) S( 148.8) 

$(22.8) 

$(28.0) 

Nonvested benefits. 

(97.4) (99.0) 

(1.6) 

(28.3) 

(2.3) (3.4) 

(7.4) 

(5.4) 

Accumulated benefit obligation. 

. (871.4) (825.0) 

(23.2) 

(221.1) 

(126.7) (142.2) 

(30.2) 

(33.4) 

Effect of projected compensation increases .... 

. (111.1) (131.6) 

(47.6) 

(41.7) 

(24.1) (22.9) 

(10.1) 

(18.4) 

Projected lienefit obligation. 

. (982.5) (956.6) 

(70.8) 

(262.8) 

(150.8) (165.1) 

(40.3) 

(51.8) 

Plan assets at fair value . 

. 1,133.0 1,018.7 

2.8 

185.2 

213.4 221.7 

15.5 

17.3 

Plan assets in excess of (less than) 







projected benefit obligation. 

150.5 62.1 

(68.0) 

(77.6) 

62.6 56.6 

(24.8) 

(34.5) 

Unrecognized prior service cost. 

30.6 11.7 

30.0 

49.9 

3.5 32 

0.3 

0.5 

Unrecognized net (gain) loss. 

(71.3) 16.0 

3-7 

26.1 

14.0 11.9 

(3.1) 

7.7 

Unrecognized net transition (gain) loss . 

(73.1) (89.0) 

0.3 

(2.8) 

(1.8) (2.6) 

4.9 

8.1 

Adjustment required to recognize 







minimum liability . 

- 

- 

(33.0) 

- 

- 

(4.3) 

Prepaid (accrued) pension liability. 

. $ 36.7 S 0.8 

$(34.0) 

$ (37.4) 

$ 78.3 $ 69.1 

$(22.7) 

$(22.5) 








The assumptions used to compute the information above were as follows: 






Domestic Plans 

International Plans 



1994 

1993 

1992 

1994 

1993 

1992 

Discount rate - pension expense. 

_ 7.0% 

8.2 

8.4 

7.3% 

9.0 

9.5 

Expected long-term rate of return on plan assets 

10.0% 

10.0 

10.0 

11.3% 

10.8 

10.8 

Discount rate - projected benefit obligation ... 

. . 9.0% 

7.0 

8.2 

9.3% 

7.4 

9.0 

Future compensation growth rate. 

. . . . 3.3%-7.0% 

3.3-7.0 

33-7.0 

3.0%-8.5% 

3.3-8.5 

5.0-7.0 


The discount rates and rates of return for the international plans represent weighted averages. 


The year-to-year fluctuations in the discount rate assumptions primarily reflect changes in interest rates. The discount rates repre¬ 
sent the expected yield on a portfolio of high-grade (AA rated or equivalent) fixed-income investments with cash flow streams suffi¬ 
cient to satisfy benefit obligations under the plans when due. The higher assumed discount rates used to measure the 1994 projected 
benefit obligation compared to die assumed discount rate used to measure the 1993 projected benefit obligation changed the funded 
status of certain plans from underfunded to overfunded. 
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In 1994, PepsiCo changed the method for calculating the market- 
related value of plan assets used in detennining the retum-on-asset 
component of annual pension expen.se and the cumulative net 
unrecognized gain or loss subject to amortization. Under the previ¬ 
ous accounting method, the calculation of die market-related value 
of assets reflected amortization of die actual capital return on assets 
on a straight-line basis over a five-year period. Under die new 
method, the calculation of the market-related value of assets 
reflects the long-term rate of return expected by PepsiCo and 
amortization of the difference between the actual return (including 
capital, dividends and interest ) and the expected return over a five- 
year period. PepsiCo IxTieves the new method is widely used in 
practice and preferable because it results in calculated plan asset 
values that more closely approximate fair value, while still mitigat¬ 
ing die effect of annual market-value fluctuations. Under both 
methods, only the cumulative net unrecognized gain or loss which 
exceeds 10% of the greater of the projected benefit obligation or 
the market-related value of plan assets is subject to amortization. 
This change resulted in a noncash benefit in 1994 of $37.8 million 
($23.3 million after-tax or $0.03 per share) representing the cumula¬ 
tive effect of die change related to years prior to 1994 and $35.1 
million in lower pension expense ($21.6 million after-tax or $0.03 
per share) related to 1994 as compared to the previous accounting 
mediod. Had this change been applied retroactively, pension 
expense would have been reduced by $16.4 million (S10.7 million 
after-tax or $0.01 per share) and $9.5 million ($6.5 million after-tax 
or $0.01 per share) in 1993 and 1992, respectively. 

Note 14 - Postemployment Benefits Other Than to Retirees 

Effective the beginning of 1994, PepsiCo adopted Statement of 
Financial Accounting Standards No. 112 (SFAS 112), “Employers’ 
Accounting for Postemployment Benefits.” SFAS 112 requires 
PepsiCo to accrue the cost of certain postemployment benefits to 
lie paid to terminated or inactive employees other than retirees. 
The principal effect to PepsiCo results from accruing severance 
benefits to be provided to employees of certain business units 
who are terminated in the ordinary course of business over the 
expected service lives of the employees. Previously, these bene¬ 
fits were accrued upon the occurrence of an event. Severance 
benefits resulting from actions not in the ordinary course of busi¬ 
ness will continue to be accrued when those actions occur. The 
cumulative effect charge upon adoption of SFAS 112. which 
relates to years prior to 1994, was $84.6 million ($55.3 million 
after-tax or $0.07 per share). As compared to the previous 
accounting method, die current year impact of adopting SFAS 
112 was immaterial to 1994 operating profits. PepsiCo's cash 
flows have been unaffected by this accounting change as 
PepsiCo continues to largely fund postemployment benefit costs 
as incurred. 

Note 15 - Franchise Arrangements 

Franchise arrangements with restaurant franchisees generally 
provide for initial fees and continuing royalty payments to 
PepsiCo based upon a percentage of sales. The arrangements 
are intended to assist franchisees through, among other things, 
product development and marketing programs initiated by 
PepsiCo for both its company-owned and franchised operations. 
On a limited basis, franchisees have also entered into leases of 
restaurant properties leased or owned by PepsiCo (see Note 11). 


Royalty revenues, initial fees and rental payments from fran¬ 
chisees, which are included in Net Sales, aggregated $407 million, 
$357 million and $344 million in 1994, 1993 and 1992, respective¬ 
ly. Franchise royalty revenues, which represent the majority of 
these amounts, are recognized when earned. PepsiCo also has 
franchise arrangements with beverage bottlers, which do not pro¬ 
vide for royalty' payments. 

Note 16 - Restructurings 

PepsiCo recorded restructuring charges of $193 5 million in 1992 
($128.5 million after-tax or $0.16 per share) and $149.0 million in 
1991 ($102.3 million after-tax or $0.13 per share). The 1992 
charge related principally to streamlining and reorganizing the 
domestic beverage business, consolidating the snack food busi¬ 
nesses in the U.K. and streamlining an acquired beverage bottling 
business in Spain. The 1991 charge related to streamlining snack 
fcxxl operations in the U.S. and U.K. and operations at KFC. 

These charges were classified in Selling, general and administrative 
expenses and were primarily for costs requiring future cash out¬ 
lays. The annual accrual activity, including asset valuation 
allowances, and the related components were as follows: 

1994 1993 1992 


Annual Accrual Activity 

Balance - Beginning of year . $121.7 $ 253 2 $112.6 


New restructuring charges. 

- 

193.5 

New- restructuring accruals - 



purchase price adjustments (A) . . 

— — 

41.5 

Accretion of interest on net 



present value of severance . 

2.8 6.9 

- 

Cash payments . 

(50.6) (122.8) 

(83.5) 

Asset write-offs . 

(4.0) (9.1) 

(10.3) 

Change in estimates. 

(28.7) (6.5) 

(0.6) 

Balance - End of year. 

$ 41.2 S 121.7 

$253.2 

Accrual Components 



Facility closings/fixed asset 



disposals. 

$ 5-0 S 13.9 

S 35.3 

Emplovee terminations (A). 

36.1 103.2 

153.9 

Relocation of employees 



and equipment . 

0.7 2.2 

29.1 

Nonrecurring costs of 



redesigning core business 



processes (B) . 

0.7 

25.3 

Other . 

1.4 1.7 

9.6 

Balance - End of year (C). 

$ 41.2 S 121.7 

$253.2 


(A) Included amounts for termination of employees of an 
acquired beverage bottling business in Spain accounted for as a 
purchase. The acquired business was formerly accounted for as 

a 30% owned equity investment. Upon acquisition of the remain¬ 
ing 70%, 30% of the restructuring charge was included in income 
and 70% was a purchase price adjustment. 

(B) Included only specific nonrecurring incremental and direct 
costs for activities clearly identifiable with the redesign of the 
domestic beverages' core business processes. 

(C) The 1994 year-end balance of $41 million, which was pri¬ 
marily included in Other current liabilities, represented estimated 
future cash payments of $26 million. $12 million and $3 million 
in 1995, 1996 and 1997, respectively. 
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Note 17 - Income Taxes 

In 1992, PepsiCo adopted Statement of Financial Accounting 
Standards No. 109 (SFAS 109). “Accounting for Income Taxes.” 
PepsiCo elected to adopt SFAS 109 on a prospective basis, result¬ 
ing in a noncash tax charge in 1992 of $570.7 million ($0.71 per 
share) for the cumulative effect of the change related to years 
prior to 1992. The cumulative effect primarily represented the 
recording of additional deferred tax liabilities related to identifi¬ 
able intangible assets, principally acquired trademarks and reac¬ 
quired franchise rights, that have no tax bases. These deferred 
tax liabilities would be paid only in the unlikely event the related 
intangible assets were sold in taxable transactions. 

Detail of the provision for income taxes on income l^efore 
cumulative effect of accounting changes was as follows: 

1994 1993 1992 


dollar impact of these major components on the prov ision for 
income taxes, was as follows: 



1994 

1993 

1992 

U.S. federal statutory tax rate . . . 

35.0% 

35.0% 

34.0% 

State income tax, net of federal 
tax benefit . 

32 

2.9 

2.3 

Effect of lower taxes on foreign 
income (including Puerto Rico 
and Ireland). 

(5.4) 

(3.3) 

(5.0) 

Adjustment to the beginning-of- 
the-year deferred tax assets 
valuation allowance . 

(1.3) 




Reduction of prior year foreign 

accruals . 

Effect of 1993 tax legislation on 
deferred income taxes . 


( 2 . 0 ) 


1.1 


Current 


Deferred 


Foreign 
State . . 

Federal 
Foreign 
State . . 


$642.0 

174.1 

131.2 

$466.8 

195.5 

89.0 

$413.0 

170.4 

65.7 

Nondeductible amortization of 

domestic goodwill . 

Other, net. 

0.8 

0.7 

0.8 

0.9 

(0.8) 

947.3 

751.3 

649.1 

Effective tax rate. 

33.0% 

34.5% 

31.4% 

(63.9) 

(1.8) 

(1.2) 

78.2 

(18.8) 





(12.5) 

17.6 

(33.5) 

0.3 

Detail of the 1994 and 1993 deferred tax liabilities (assets) was 
as follows: 

(66.9) 

83.3 

(52.0) 



1994 

1993 

$880.4 

$834.6 

$597.1 

Intangible assets other than 





In 1993. a charge of $29.9 million ($0.04 per share) was 
recorded to increase net deferred tax liabilities as of the begin¬ 
ning of 1993 for a 1% statutory income tax rate increase under 
1993 U.S. tax legislation. The effect of the higher rate on the 
1993 increase in net deferred tax liabilities through the enact¬ 
ment date of the legislation was immaterial. 

U.S. and foreign income before income taxes and cumulative 
effect of accounting changes were as follows: 


U.S. . . . 
Foreign 


1994 

$1,762.4 

902.0 


1993 


1992 


SI.633.0 $1,196.8 

_789-5 702.0 

$2,664.4 $2,422.5 $1,898.8 


Propertv r , plant and equipment . . 

Safe harbor leases. 

Zero coupon notes. 

Other . 

Gross deferred tax liabilities .... 
Net operating loss carryforwards . 

Postretirement benefits . 

Self-insurance reserves . 

Deferred state income taxes .... 

RestrucUiring accruals. 

Various accrued liabilities 
and other .. 

Gross deferred tax assets. 


506.4 

171.2 

110.6 

336.7 


552.3 

177.5 

103.5 
549.0 


2,752.7 


2,933.3 


( 306 . 0 ) 

(248.3) 

(71.2) 

(69.1) 

05.8) 


(241.5) 

( 268 . 0 ) 

( 10 . 8 ) 

(39.9) 

(42.0) 


( 551 . 2 ) ( 686 . 8 ) 

(1,261.6) (1,289.0) 


PepsiCo operates centralized concentrate manufacturing facili¬ 
ties in Puerto Rico and Ireland under long-term tax incentives. 
The foreign amount in the above table includes approximately 
50% (consistent with the allocation for tax purposes) of the 
income from U.S. sales of concentrate manufactured in Puerto 
Rico. See Management's Analysis - Overview on page 26 for a 
discussion of the reduction of the U.S. tax credit associated with 
beverage concentrate operations in Puerto Rico. 

Reconciliation of the U.S. federal statutory tax rate to 
PepsiCo's effective tax rate on pretax income, based on the 


Deferred tax assets 


valuation allow ance . 

319.3 

249.0 

Net deferred tax liability . 

$1,810.4 

$ 1,893.3 

Included in: 



Prepaid expenses, taxes and 



other current assets. 

$ (166.9) 

$ (138.2) 

Other current liabilities . 

4.4 

23.9 

Deferred income taxes . 

1,972.9 

2.007.6 


$ 1,810.4 

$ 1,893.3 


The valuation allowance related to defen ed tax assets increased 
by S70.3 million in 199a primarily resulting from additions related 
to current year net operating losses, partially offset by reversals 
related to prior year net operating losses. The net operating loss 
carryforwards largely related to a number of suite and foreign juris¬ 
dictions and generally expire over a range of dates. 
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Deferred tax liabilities hav e not been recognized for bases dif¬ 
ferences related to investments in foreign subsidiaries and joint 
ventures. These differences, which consist primarily of unremit¬ 
ted earnings intended to be indefinitely reinvested, aggregated 
approximately $3.8 billion at year-end 1994 and $3.2 billion at 
year-end 1993. exclusive of amounts that if remitted in the future 
would result in little or no tax under current tax law's and the 
Puerto Rico tax incentive grant. Determination of the amount of 
unrecognized deferred tax liabilities is not practicable. 

Tax benefits associated with exercises of stock options of $27.1 
million in 199-4, $23.-4 million in 1993 and $57.5 million in 1992 were 
credited to shareholders' equity. A change in the functional curren¬ 
cy of operations in Mexico from the U.S. dollar to local currency in 
1993 resulted in a $19.3 million decrease in the net deferred foreign 
tax liability that w as credited to shareholders’ equity. 

Note 18 - Employee Incentive Plans 

PepsiCo has established certain employee incentive plans under 
which st(xk options are granted. A stock option allows an employ¬ 
ee to purchase a share of PepsiCo Capital Stock (Stock) in the future 
at a price equal to the fair market value on the date of the grant. 

Under the PepsiCo SharePower Stock Option Plan, approved 
by the Board of Directors and effective in 1989, essentially all 
employees other than executive officers, part-time and short-ser¬ 
vice employees may be granted stock options annually. The 
number of options granted is based on each employee s annual 
earnings. The options generally become exercisable ratably over 
five years from the grant date and must lx? exercised within 10 
years of the grant date. SharePow er options were granted to 
approximately 128.000 employees in 1994, 118,000 employees in 
1993 and 114.000 employees in 1992. 

The shareholder-approved 1987 Long-Term Incentive Plan (the 
1987 Plan), which has provisions similar to prior plans, provides 
incentives to eligible senior and middle management employees. 
In addition to grants of stock options, which are generally exercis¬ 
able between 1 and 15 years from the grant date, the 1987 Plan 
allow s for grants of performance share units (PSUs) to eligible 
senior management employees. A PSU is equivalent in value to a 
share of Stock at the grant date and vests for payment four years 
from the grant date, contingent upon attainment of prescribed 
Corporate performance goals. PSUs are not directly granted, as 
certain stock options granted may lie surrendered by employees 
for a specified number of PSUs w ithin 60 days of the option grant 
date. During 1994. 1,541,187 stock options w r ere surrendered for 
513,729 PSUs. At year-end 1994. 1993 and 1992. there were 
629,202, 491,200 and 484.698 outstanding PSUs, respectively. 

Grants under the 1987 Plan are approved by die Compensation 
Committee of the Board of Directors (the Committee ), w hich is 
composed of outside directors. Payment of awards other than 
stock options is made in cash and/or Stock as approved by the 
Committee, and amounts expensed for such awards were $7 mil¬ 
lion, S5 million and $11 million in 1994, 1993 and 1992. respec¬ 
tively. Under the 1987 Plan, a maximum of 54 million shares of 
Stock can be purchased or paid pursuant to grants. There were 7 
million, 20 million. 22 million and 32 million shares available for 
future grants at year-end 1994, 1993, 1992 and 1991. respectively. 
The Committee does not intend to grant future awards under the 
1987 Plan. 


On May 4, 1994, PepsiCo's shareholders approved the 1994 
Long-Term Incentive Plan (the 1994 Plan). The 1994 Plan con¬ 
tinues the principal features of the 1987 Plan and authorizes a 
maximum of 75 million shares of Stock which may be purchased 
or paid pursuant to grants by the Committee. The first awards 
under the 1994 Plan w ere made as of January 1, 1995. 


1994, 1993 and 1992 activity for the stock ootion plans included: 

Long-Term 


(options in thousands ) 

SharePower 

Incentive 

Outstanding at 

December 28, 1991 _ 

. 23,801 

27,834 

Granted . 

. 8,477 

12,653 

Exercised . 

. (1,155) 

(5,155) 

Surrendered for PSUs . . . 

. - 

(503) 

Canceled. 

. (2,327) 

(1,839) 

Outstanding at 



December 26, 1992 .... 

. 28.796 

32.990 

Granted . 

. 9,121 

2.834 

Exercised . 

. (1,958) 

(1,412) 

Surrendered for PSUs . . . 

. - 

(96) 

Canceled. 

. (2,524) 

. (966) 

Outstanding at 

December 25. 1993 ... 

. 33,435 

33.350 

Granted . 

11,633 

16,237 

Exercised . 

. (1,820) 

(3,052) 

Surrendered for PSUs . . . 

. - 

(1,541) 

Canceled. 

. (3,443) 

(2,218) 

Outstanding at 

December 31, 1994 _ 

39,805 

42,776 

Exercisable at 

December 31, 1994 .... 

16,115 

18,439 

Option prices per share: 
Exercised during 1994 

S17.58 to $36.75 

$4.11 to S38.75 

Exercised during 1993 

$17.58 to $36.75 

$4.11 to $36.31 

Exercised during 1992 

$17.58 to $35.25 

$4.11 to $29.88 

Outstanding at 
year-end 1994 

$17.58 to $36.75 

$7.69 to $42.81 


Note 19 - Contingencies 

PepsiCo is subject to various claims and contingencies related to 
lawsuits, taxes, environmental and other matters arising out of 
the normal course of business. Management believes that the 
ultimate liability, if any, in excess of amounts already provided 
arising from such claims or contingencies is not likely to have a 
material adverse effect on PepsiCo's annual lesults of operations 
or financial condition. At year-end 1994 and 1993, PepsiCo was 
contingently liable under guarantees aggregating $187 million 
and $276 million, respectively. The guarantees are primarily 
issued to support financial arrangements of c ertain PepsiCo joint 
ventures, and bottling and restaurant franchisees. PepsiCo man¬ 
ages the risk associated w ith these guarantees by performing 
appropriate credit reviews in addition to retaining certain rights 
as a joint venture partner or franchisor. See Note 10 for informa¬ 
tion related to the fair value of the guarantees. 




























Management’s Responsibility 
Financial Statements 

To Our Shareholders: 

Management is responsible for the reliability of the consolidated 
financial statements and related notes, which have been pre¬ 
pared in conformity with generally accepted accounting princi¬ 
ples and include amounts based upon our estimates and judg¬ 
ments, as required. The financial statements have been audited 
and reported on by our independent auditors, KPMG Peat 
Marwick LLP, w ho were given free access to all financial records 
and related data, including minutes of the meetings of the Board 
of Directors and Committees of the Board. We believe that the 
representations made to the independent auditors were valid 
and appropriate. 

PepsiCo maintains a system of internal control over financial 
reporting designed to provide reasonable assurance as to the 
reliability of the financial statements. The system is supported 
by formal policies and procedures, including an active Code of 
Conduct program intended to ensure employees adhere to the 
highest standards of personal and professional integrity'. 

PepsiCo’s internal audit function monitors and reports on the 
adequacy of and compliance with the internal control system, 
and appropriate actions are taken to address significant control 
deficiencies and other opportunities for improving the system as 
they are identified. The Audit Committee of the Board of 
Directors, which is composed solely of outside directors, pro¬ 
vides oversight to the financial reporting process through period¬ 
ic meetings with our independent auditors, internal auditors and 


for 


management. Both our independent auditors and internal audi¬ 
tors have free access to the Audit Committee. 

Although no cost effective internal control system will pre¬ 
clude all errors and irregularities, we believe our controls as of 
December 3T 1994 provide reasonable assurance that the finan¬ 
cial statements are reliable. 

Wayne Callow ay 

Chairman of the Board and Chief Executive Officer 



— 


Robert G. Dettmer 

Executive Vice President and Chief Financial Officer 


Robert L. Carleton 

Senior Vice President and Controller 


February 7, 1993 


Report of Independent Auditors 

Board of Directors and Shareholders 
PepsiCo, Inc. 


W r e have audited the accompanying consolidated balance sheet of 
PepsiCo, Inc. and Subsidiaries as of December 31, 1994 and 
December 25, 1993, and the related consolidated statements of 
income, cash flows and shareholders’ equity' for each of the years 
in the three-year period ended December 31, 1994, appearing on 
pages 27, 28, 29, 30, 32, 34 and 36 through 45. These consolidat¬ 
ed financial statements are the responsibility of PepsiCo, Inc.’s 
management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits. 

We conducted our audits in accordance w r ith generally accept¬ 
ed auditing standards. Those standards require that w'e plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. .An 
audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and 
significant estimates made by management, as w'ell as evaluating 
the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred 
to above present fairly, in all material respects, the financial posi¬ 
tion of PepsiCo, Inc. and Subsidiaries as of December 31, 1994 


and December 25, 1993, and the results of its operations and its 
cash flows for each of the years in the three-year period ended 
December 31, 1994, in conformity with generally accepted 
accounting principles. 

As discussed in Notes 14 and 13 to the consolidated financial 
statements, PepsiCo, Inc. in 1994 adopted the provisions of the 
Financial Accounting Standards Board’s Statement of Financial 
Accounting Standards No. 112, "Employers’ Accounting for 
Postemployment Benefits," and changed its method for calculat¬ 
ing the market-related value of pension plan assets used in the 
determination of pension expense, respectively. As discussed in 
Notes 12 and 17 to the consolidated financial statements, 

PepsiCo, Inc. in 1992 adopted the provisions of the Financial 
Accounting Standards Board’s Statements of Financial Accounting 
Standards No. 106, “Employers’ Accounting for Postretirement 
Benefits Other ’Phan Pensions," and No. 109, "Accounting for 
Income Taxes,” respectively. 

fPP EEj- Jv\ 

KPMG Peat Marwick LLP 
New York, New' York 
February 7, 1995 
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Selected Quarterly Financial Data 

(in millions except per share amounts, unaudited) 

PepsiCo. Inc. and Subsidiaries 


First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Full Year 

(12 Weeks) 

(12 Weeks ) 

(12 Weeks) 

(17/16 Weeks)"" 

(53/52 Weeks ) (c) 

1994“' 1993 

1994“ Xc ' 1 993 

1994“' 1993 ,d> 

1994 (a) |993 

1994 (a X c) i993 (d) 


Net sales. 

Gross profit. 

Operating profit. 

Income before income 
taxes and cumulative 
effect of accounting changes . . . . 

Provision for income taxes. 

Income 1 before cumulative effect of 

accounting changes. 

Cumulative effect of 

accounting changes <bl . 

Net income. 

Income (charge) per share: 

Income More cumulative 
effect of accounting changes . . 
Cumulative effect of 

accounting changes <h '. 

Net income per share. 


$5,728.9 
$2,944.4 
$ 550.5 

5.091.6 

2,641.4 

506.0 

6,557.0 

3,419.5 

785.0 

5.890.3 

3,102.8 

750.4 

7,064.0 

3.684.0 

961.7 

$ 438.4 
$ 155.6 

391.6 

131.2 

672.2 

225.7 

635.7 

208.9 

830.3 

288.9 

$ 282.8 

260.4 

446.5 

426.8 

541.4 

$ ( 32 . 0 ) 
$ 250.8 

260.4 

446.5 

426.8 

541.4 

$ 0.35 

0.32 

0.55 

0.53 

0.68 

$ (0.04) 
$ 0.31 

0.32 

0.55 

0.53 

0.68 


6,316.4 

3,322.1 

851.6 

9,122.5 

4,709.1 

904.0 

7,722.4 

4,008.3 

798.5 

28,472.4 

14,757.0 

3 , 201.2 

25,020.7 

13,074.6 

2,906.5 

736.5 

278.3 

723.5 

210.2 

658.7 

216.2 

2,664.4 

880.4 

2,422.5 

834.6 

458.2 

513.3 

442.5 

1,784.0 

1,587.9 

458.2 

513.3 

442.5 

( 32 . 0 ) 

1,752.0 

1,587.9 

0.56 

0.64 

0.55 

2.22 

1.96 

0.56 

0.64 

0.55 

(0.04) 

2.18 

1.96 


(a) Included the current year benefit of changing the method for calculating the market-related value of plan assets used in determining the retum-on-asset compo¬ 
nent of annual pension expense and the cumulative net unrecognized gain or loss subject to amortization, which reduced full-year pension expease by $35.1 
($21.6 after-tax or $0.03 per share). This benefit was prorated over each of the four quarters. See Note 13- 

(b) Represented the cumulative net effect related to years prior to 1994 of adopting SFAS 112, “Employers' Accounting for Postemployment Benefits," and the change 
in the method for calculating the market-related value of pension plan assets. See Notes 14 and 13, respectively. 

(c) Included a S17.8 gain ($16.8 after-tax or $0.02 per share) arising from a public share offering by PepsiCo’s BAESA joint venture in South America. See Note 4. 

(d) Included a $29.9 charge (S0.04 per share ) to increase net deferred tax liabilities as of the beginning of 1993 for a 1% statutory' income tax rate increase due to 1993 
I I.S. tax legislation. See Note 17. 

(e) Fiscal years 1994 and 1993 consisted of 53 and 52 weeks, respectively. The estimated favorable impact of the 53rd week on 1994 fourth quarter and full-year 
earnings was $54.0 ($34.9 after-tax or $0.04 per share). 


Cumulative Earnings Growth vs. Change in Stock Price in 1994 

10% The Stock Market worried that the 
, slow growth in second quarter 
• ' ° earnings might be a trend and reacted 
0% strongly. However, earnings dearly 

rebounded in the second half and the 
-5% stock began to recover. 

- 10 % 

-15% 

- 20 % 

M Earnings* * 

-25% PepsiCo Stock Price 

Q1 Q2 Q3 Q4 

* Exdudes unusual items noted above in notes (c) and (d). 
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Growth Rates 


Selected Financial Data 

(in millions except per share and employee 
amounts, unaudited) ' Compounded Annual 

PepsiCo, Inc. and Subsidiaries 10-Year 5-Year 1-Year 

1984-94 1989-94 1993-94 1994 ( a )( 8 ) 1993 * (b) (c) (d) * * (g) 


Summary of Operations 


Net sales. 

Cost of sales and operating expenses. 

15.0% 

13 . 6 % 

13.8% 

$28,472.4 

25,271.2 

25.020.7 

22.114.2 

Operating profit. 

Gain on joint venture stock offering (h) * * . 

Interest expense. 

Interest income. 

18.6% 

12 . 5 % 

10.1% 

3,201.2 

17.8 

(645.0) 

90.4 

2.906.5 

(572.7 

88.7 

Income from continuing operations before income taxes 

and cumulative effect of accounting changes. 

Provision for income taxes. 

19.2% 

14.7% 

10 . 0 % 

2,664.4 

880.4 

2.422.5 

834.6 

Income from continuing operations before cumulative 

effect of accounting changes . 

Cumulative effect of accounting changesd). 

20.3% 

14.6% 

12.3% 

$ 1,784.0 

$ (32.0) 

1,587.9 

Net income ( i) . 

Per Share Data 

Income from continuing operations before cumulative 

23.5% 

14.2% 

10.3% 

$ 1,752.0 

1,587.9 

effect of accounting changes. 

Cumulative effect of accounting changes d) . 

21.0% 

14.5% 

13.3% 

$ 2.22 
$ (0.04) 

1.96 

Net income (b . 

24.2% 

14.0% 

11.2% 

$ 2.18 

1.96 

Cash dividends declared . 

Av erage shares and equivalents outstanding. 

Cash Flow Data ,k) 

14.2% 

16.9% 

14.8% 

$ 0.700 

803.6 

0.610 

810.1 

Net cash provided by continuing operations. 

Cash acquisitions and investments in affiliates. 

14.2% 

14.5% 

18.6% 

$ 3,716.0 
$ 315.8 

3,134.4 

1,011.2 

Cash capital spending. 

15.0% 

19.0% 

13.7% 

$ 2,253.2 

1.981.6 

Cash dividends paid. 

13.3% 

17.4% 

17.0% 

$ 540.2 

461.6 

Year-End Position 

Total assets. 

17.70/0 

10.4% 

4.6% 

$24,792.0 

23,705.8 

Long-term debt. 

29 . 5 % 

7.8% 

18.8% 

$ 8.840.5 

7,442.6 

Total debt (I) . 

Shareholders’ equity. 

25.9% 

6.5% 

(1.2)% 

$ 9,519.0 
$ 6,856.1 

9,6338 

6,338.7 

Per share. 

14.8% 

12.0% 

9.3% 

$ 8.68 

7.94 

Market price per share. 

Shares outstanding. 

22.9% 

11 .1% 

(13.4)% 

$ 36'/, 

789.9 

41/rf 

798.8 

Employees. 

Statistics 

Return on average shareholders' equity 7 dn). 

Market net debt ratio (n) . 

Historical cost net debt ratio {o) . 

12.1% 

12.1% 

11.3% 

471,000 

27.0% 

26% 

49% 

423.000 

27.2 

22 
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All share and per share amounts reflect three-for-one stock splits in 1990 and 1986 Additionally. PepsiCo made numerous 

acquisitions in most years presented and a few divestitures in certain years Such transactions did not materially affect the com¬ 
parability of PepsiCo's operating results for the periods presented, except for certain large acquisitions made in 1986, 1988 and 

1989. and the divestitures discussed in Notes (g) and ( 1). 

(a ) Included the current year Ixmefit of changing the method for calculating the market-related value of plan assets, which 

reduced full-year pension expense by S35.1 (S21.6 after-tax or $0.03 per share). See Note 13. 

(b) Fiscal years 1994 and 1988 each consisted of 53 weeks. Normally, fiscal years consist of 52 weeks; however, because the 
fiscal year ends on the last Saturday in December, a week is added every 5 or 6 years, The 53rd week increased 1994 
earnings by approximately $54.0 ($34.9 after-tax or $0.04 per share) and 1988 earnings by approximately $23-2 ($15 ^ 
after-tax or $0.02 per share). 

(c) Included a $29.9 charge ($0.04 per share) to increase net deferred tax liabilities as of the beginning of 1993 for a 1% 
statutory income tax rate increase due to 1993 U.S. tax legislation. See Note 17. 

(d) Included $193.5 in unusual charges for restructuring ($128.5 after-tax or $0.16 per share). See Note 2 on page 27 and 
Note 16 

le) Included $170.0 in unusual charges ($119 8 after-tax or $0.15 per share). See Note 2 on page 27. 

( I ) Included $83.0 in unusual charges ($48.8 after-tax or $0.06 per share). See Note 2 on page 2 7 . 

(g) Included a $150.0 unusual charge ($62.0 after-tax or $0.0"' per share! related to a program to sell several international 

Ixittling operations. 

(h) Tile $17.8 gain ($16.8 after-tax or $0.02 per share) in 1994 arose from a public share offering by PepsiCo's BAESA joint ven¬ 

ture in South .America. See Note 4. The SI 18.2 gain ($53.0 after-tax or $0.07 per share) in 1990 arose from an initial public 

offering of new shares by a KFC joint venture in Japan and a sale by PepsiCo of a portion of its shares. 


Net Saks 

($ in Millions) 


50000 
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1992(d) 

1991(0 

1990(0 

1989 

1988 (b > 

1987 

1986 

1985 

1984* 8> 

21.970.0 

19,292.2 

17,515.5 

15,049.2 

12,381.4 

11,018.1 

9,017.1 

7,584.5 

7,058.6 

19,598.8 

17,180.4 

15.473.4 

13.276.6 

11,039.6 

9.890.5 

8,187.9 

6,802.4 

6,479.3 

2.371.2 

2,111.8 

2.042.1 

1.772.6 

1.341.8 

1,127.6 

829.2 

782.1 

579.3 

- 

- 

118.2 

— 

- 

— 

— 

— 

— 

(586.1) 

(613.7) 

(686.0) 

(607.9) 

(342.4) 

(294.6) 

(261.4) 

(195.2) 

(204.9) 

113.7 

161.6 

179.5 

175.3 

120.5 

112.6 

122.7 

96.4 

86.1 

1,898.8 

1,659.7 

1.653.8 

1.340.0 

1,119.9 

945.6 

690.5 

683.3 

460.5 

597.1 

579.5 

563.2 

438.6 

357.7 

340.5 

226.7 

256.7 

180.5 

1,301.7 

1,080.2 

1.090.6 

901.4 

762.2 

605.1 

463.8 

426.6 

280.0 

(927.4) 



- 





- 

374.3 

1,080.2 

1,076.9 

901.4 

762.2 

594.8 

457.8 

543.' 7 

212.5 


1.61 

1.35 

1.37 

1.13 

0.97 

0.77 

0.59 

0.51 

0.33 

(1.15) 

— 

- 

- 

- 

- 

- 

- 

- 

0.46 

1.35 

1.35 

1.13 

0.97 

0.76 

0.58 

0.65 

0.25 

0.510 

0.460 

0.383 

0.320 

0.267 

0.223 

0.209 

0.195 

0.185 

806.7 

802.5 

798.7 

796.0 

790.4 

789.3 

786.5 

842.1 

862.4 

2,711.6 

2,430.3 

2.110.0 

1,885.9 

1,894.5 

1,334.5 

1,212.2 

817.3 

981.5 

1,209.7 

640.9 

630.6 

3,296.6 

1,415.5 

371.5 

1,679.9 

160.0 

- 

1,549.6 

1,457.8 

1,180.1 

943.8 

725.8 

770.5 

858.5 

770.3 

555.8 

395.5 

343.2 

293.9 

241.9 

199.0 

172.0 

160.4 

161.1 

154.6 

20.951.2 

18,775.1 

17.143.4 

15,126.7 

11.135.3 

9,022.7 

8,027.1 

5,889.3 

4,876.9 

7,964.8 

7,806.2 

5.899.6 

6,076.5 

2,656.0 

2,579.2 

2,632.6 

1.162.0 

668.1 

8,671.6 

8,034.4 

7.526.1 

6,942.8 

4,107.0 

3,225.1 

2,865.3 

1.506.1 

948.9 

5,355.7 

5,545.4 

4.904.2 

3,891.1 

3,161.0 

2,508.6 

2,059.1 

1,837. 7 

1,853.4 

6.70 

7.03 

6.22 

4.92 

4.01 

3.21 

2.64 

2.33 

2.19 

A2 [ A 

33% 

25% 

21% 

13/« 

11% 

8% 

7% 

4% 

798.8 

789.1 

788.4 

791.1 

788.4 

781.2 

781.0 

789.4 

845.2 

372,000 

338.000 

308,000 

266,000 

235.000 

225.000 

214,000 

150,000 

150,000 

23-9 

20.7 

24.8 

25.6 

26.9 

26.5 

23.8 

23.1 

15.4 

19 

21 

24 

26 

24 

22 

28 

15 

12 

49 

51 

51 

54 

43 

41 

46 

30 

17 


( i) Represents the cumulative effect of adopting in 199a SFAS 112, "Employers’ Accounting for Postemployment Benefits." 
and changing the method for calculating the market-related value of plan assets used in determining the return-on-asset 
component of annual pension expense and the cumulative net unrecognized gain or loss subject to amortization (see 
Notes 14 and 13. respectively ) and adopting in 1992 SFAS 106, "Employers’ Accounting for Postretirement Benefits Other 
Than Pensions." and SFAS 109. "Accounting for Income Taxes" (see Notes 12 and 17, respectively) Prior years were not 
restated for these changes in accounting. 

(j ) Included impacts of discontinued operations, the most significant of which were in 1985 and 1984. 1985 included income 
of $123.6 after-tax (SO. 15 per share) and 1984 included charges of $62.5 after-tax ($0.07 per share) resulting from PepsiCo 
disposing of its sporting goods and transportation segments. 

< k) Cash flows from other investing and financing activities, which are not presented, are an integral part of total 

cash flow activity. 

< 1 ) Total debt includes short-term borrowings and long-term debt, which for 1987 through 1990 included a 

nonrecourse obligation. 

(m) The return on average shareholders’ equity is calculated using income from continuing operations before cumulative 
effect of accounting changes. 

( n) The market net debt ratio represents net debt as a percent of net debt plus the market value of equity, based on the year- 
end stock price. Net debt is total debt, which for this purpose includes the present value of long-term operating lease 
commitments, reduced by the pro forma remittance of investment portfolios held outside the U.S. For 1987 through 1990. 
total debt was also reduced by the nonrecourse obligation in the calculation of net debt. 

(o) The liistorical cost net debt ratio represents net debt (see Note n) as a percent of capital employed (net debt, other liabili¬ 
ties, deferred income taxes and shareholders' equity). 


Income Per Share 
From Continuing 
Operations* 



•Befcne cumulative effect of accounting 
changes. 
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Capital Stock Information 

Stock Trading Symbol 

PEP 

Stock Exchange Listings 

The New York Stock Exchange is the principal market for 
PepsiCo Capital Stock, which is also listed on the Chicago, Basel, 
Geneva, Zurich, Amsterdam and Tokyo Stock Exchanges. 

Shareholders 

At year-end 1994, there were approximately 168,000 sharehold¬ 
ers of record. 

Dividend Policy 

Quarterly cash dividends are usually declared in November, 
February, May and July and paid at the beginning of January and 
the end of March. June and September. The dividend record 
dates for 1995 will be March 10, June 9, September 8 and 
December 8. 



Quarterly cash dividends have been paid since PepsiCo was 
formed in 1965, and dividends paid per share have increased 
for 22 consecutive years. 


Consistent with PepsiCo’s current payout target of approximately 
one-third of the prior year’s income from ongoing operations, 
the 1994 dividends declared represented 34% of 1993 income 
from ongoing operations. 

Dividends Declared Per Share (in cents) 


Quarter 

1994 

1993 

1 

16 

13 

2 

18 

16 

3 

18 

16 

4 

18 

16 

Total 

70 

61 


Stock Prices 

The high, low f and dosing prices for a share of PepsiCo Capital 
Stock on the New York Stock Exchange, as reported by The 
Dow Jones News/Retrieval Service, for each fiscal quarter of 
1994 and 1993 were as follows (in dollars): 

1994 High Low Close 


Fourth Quarter 

37 % 

32% 

36'/, 

Third Quarter 

34 % 

29% 

33X 

Second Quarter 

37 \ 

29% 

3154 

First Quarter 

4214 

35% 

3754 

1993 

High 

Low 

Close 

Fourth Quarter 

42% 

3T% 

41/4 

Third Quarter 

40% 

34% 

39 

Second Quarter 

43% 

34% 

36% 

First Quarter 

43% 

3816 

42 


Stock Performance 


PepsiCo was fonned through the 1965 merger 
of Pepsi-Cola Company and FritoLay, Inc. 

A $1,000 investment in our stock made at year- 
end 1984 was worth $9,300 on December 31, 
1994, assuming the reinvestment of dividends 
This performance represents a compounded 
annual growth rate of 25%. 

The return on PepsiCo Capital Stock com¬ 
pares favorably with the performance of the 
Standard & Poor’s Industrials over the past 
five years. * 

The closing price for a share of PepsiCo Capi¬ 
tal Stock on the New York Stock Exchange is 
as reported by the Dow Jones News/Retrieval 
Service for the end of each fiscal year 
1984-1994. 

Past performance is not necessarily indicative 
of future returns on investments in PepsiCo 
Capital Stock. 


Total Return to 
Sliareholders 

(In Dollars, assuming 
reinvestment of dividends) 


rr\ 

10000 


7000 


4000 


1000 

84 86 88 90 92 94 


Comparison of 
Monthly 
Market Price 
Performance 

(Closing Price Indexed 
at 12/31/89) 250% 



200% 


150% 


100 % 


50% 

89 90 91 92 93 94 

PepsiCo Stock 
— S&P IndustitiLs 


Year-End Market 
Price of Stock 

(In Dollars) 
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PepsiCo Directors 

John F. Akers. 

60, former Chairman of 
the Board and Chief 
Executive Officer. 

International Business 
Machines Corporation. 

Elected 1991 Mr. Akers 
joined IBM in I960, and 
became its Cliainnan and 
Chief Executive Officer in 
1986. Director: The New 
York Times Company: Springs Industries. Inc.; 
Zurich Insurance Co.-I .S. 


Robert E. Allen, 

60, Chairman of the 
Board and Chief 
Executive Officer, AT&T 
Corp. Elected 1990. Mr. 

Allen Ix'gan his career at 
AT&T in 1957. He was 
elected President and 
Chief Operating Officer 
in 1986 and assumed his 
present responsibilities in 
1988. Director: Bristol-Myers Squibb Company, 
Chrysler Gorporatk >n. 


Wayne Calloway, 

59. Chairman of the 
Board and Chief 
Executive Officer. 

PepsiCo. Inc. Elected 
1983. Mr. Calloway 
joined PepsiCo in 1967 
He became President of 
Frito-Liy. Inc in 1976, 
and Executive Vice 
President and Chief 
Financial Officer of PepsiCo in 1983. He Ixxamc 
President and Chief Operating Officer in 1985 
and assumed his current position in 1986. 
Director: Citicorp, General Electric Company. 
Exxon Corporation. 


Roger A. Enrico, 

50, Vice Chairman of the 
Board. PepsiCo. Inc. and 
Chairman and Chief 
Executiv e Officer, 

PepsiG) Worldwide 
Restaurants. Elected 
1987. Mr. Enrico joined 
PepsiCo in 1971. He 
served as President and 
Chief Executive Officer 
of PepsiCo Worldwide Beverages and Chairman 
and Chief Executive Officer of PepsiG) 

Worldw ide Foods He was named Vice 
Chairman of PepsiG.) in 1993 and Chairman. 
PepsiCo Worldwide Restaurants at the end of 
1994. Director: Dayton Hudson Corporation, 
'lhe Prudential Insurance Company of America. 


JohnJ. Murphy, 

63. Chairman and Chief 
Executive Officer. 

Dresser Industries. 

Elected 1984. Mr. Murphy 
joined Dresser in 1952 
and was elected 
Chairman and Chief 
Executive Officer in 
1983. Director: 

NationsBank 
Corporation. Kerr-McGee Corporation. 


Andrall E. Pearson, 

69, former Professor, 

Harvard Business School. 

Elected 1970. Mr. 

Pearson was PepsiCo's 
President and Chief 
Operating Officer from 
1971 through 1984. 

Director: lhe May 
Department Stores 
Gmipany. The Travelers 
Group. Lexmark International, Inc. General 
Partner: Clayton. Dubilier& Ric e, Inc. Chairman 
of the Board: Kraft Foodservice Company. 


Sharon Percy 
Rockefeller, 

50. President and Chief 
Executive Officer. WETA 
public stations in 
Washington. D C. Elected 
1986. Mrs. Rockefeller 
w as a member of the 
Board of Directors of 
WETA from 1985 to 
1989, a member of the 
Board of Directors of the Corporation for Public 
Broadcasting until 1992 and has also been a 
Member of the Democratic National Committee. 
Director: Public Broadcasting Service. 
Washington, D.C. 


Roger B. Smith, 

69, former Chairman and 
Chief Executive Officer, 
General Me )tors Corp. 
Elected 1989. Mr. Smith 
joined General Motors 
Corp. in 1949 and 
became its Chairman and 
Chief Executive Officer in 
1981. Director: Citicorp, 
International Paper Co., 
Johnson & Johnson. 


■ 


Robert H. Stewart, III, 

69, Vice Chairman, Bank 
One, Texas, N.A. Elected 
1965. Chairman: 

Compensation 
Committee. Mr. Stewart 
has served as Chairman 
of the Board of First 
RepublicBank 
Corporation, Vice 
Chairman of the Board 
of LaSalle Energy Corp. and Vice Chairman of the 
Board of Team Bank. He assumed his present 
position in 1992 upon the acquisition of Team 
Bancshares Inc. by BANC ONE CORPORATION. 
Director: ARCO Chemical Co. 


Franklin A, Thomas, 

60, President of die Ford 
Foundation since 1979. 

Elected 1994. From 1967 
to 1977, Mr. Thomas was 
President and Chief 
Executive Officer of the 
Bedft )rd-Scuyvesant 
Restoratk >n G jq* iratic )n. 

From 1977 to 1979, Mr. 

Thomas had a private 
law practice in New York City. Director: ALCOA: 
AT&T; CBS Inc.: Citicorp; Cummins Engine 
Company, Inc. 


P. Roy Vagelos, 

65. fomier Chairman of 
die Board and Chief 
Executiv e Officer, Merck 
& Co.. Inc. Elected 1992. 

Dr. Vagelos joined Merck 
in 1975 and became 
President and Chief 
Executive Officer in 
1985. He became a direc¬ 
tor in 1984 and Chairman 
in 1986. Director: The Prudential Insurance 
Company of America, McDonnell Douglas 
Corporation. Chairman of the Board: Regeneron 
Pharmaceuticals Inc. 


Arnold R. Weber, 

65. Chancellor, 

Northwestern University. 

Elected 1978. Chaimian: 

Audit Committee. Dr. 

Welter has held various 
government positions, 
including Executive 
Director of the Cost of 
Living Council and 
Asscxiate Director of die 
Office of Management and Budget. Director: 

Aon Corp.; Burlington Northern, Inc.; Inland Steel 
Company: The Tribune Co.; Deere Co. 
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Principal Divisions and Corporate Officers 

(Listings include* age and years of PepsiCo experience and officers Itxaied at corporate headquarters.) 


Executive Offices 

Purchase. New York 10577 
(914) 253-2000 


Divisions 

Pepsi-Cola North America 
1 Pepsi Way 

Somers, New York 10589 
(914) 767-6000 

Craig E. Weatherup, President and 
Chief Executive Officer, 49, 20 years 

Erito-Lay, Inc. 

7701 Legacy Drive 
Plano, Texas 75024 
(214) 334-7000 

Steven S Reinemund. President and 
Chief Executive Officer. 46, 10 years 

PepsiCo Ftxxls and Beverages International 
1 Pepsi Way 

Somers, New York 10589 
(914)767-6000 

Christopher A. Sinclair. President and 
Chief Executive Officer, 44, 12 years 

PepsiCo Worldwide Restaurants 
6303 Forest Park Road, Suite 400 
Dallas, Texas "’5235 
(214) 353-4600 

Roger A. Enrico. Chairman and Chief 
Executive Officer, and PepsiCo Vice 
Chairman of the Board, 50, 23 years 

Pizza Hut, Inc. 

9111 East Douglas 
Wichita. Kansas 67207 
(316) 681-9000 

Allan S. Huston. President and 
Chief Executive Officer. 51, 23 years 

Taco Bell Corp. 

17901 Von Karman 
Irv ine, California 92714 
(714) 863-4500 

John E. Martin, Chairman and 
Chief Executive Officer, 49, 11 years 
Kenneth T. Stevens. President. 43. 4 years 

Kentucky Fried Chicken Corporation 
1441 Gardiner Lane 
Louisville. Kentucky 40213 
(502) 456-8300 

David C. Novak, President and 
Chief Executiv e Officer, »2. 8 years 

PepsiCo Restaurants International 
6303 Forest Park Road, Suite 400 
Dallas. Texas 75235 
(214) 353-4600 

Laurence M. Zvvain. President and 
Chief Operating Officer. 42. 8 years 

PepsiCo Ecxxl Systems 
6606 LBJ Freeway (Suite 150A) 

Dallas, Texas 75240 
(214) 338-7280 

Robert C. Hunter, President, 46. 20 years 


Co-founder of PepsiCo, Inc. 

Donald M. Kendall 

Chairman of the PepsiCo Foundation, 

4 t years of PepsiCo experience 

Officers 

Wayne Calloway 

Chairman of the Board and 

Chief Executive Officer. 59. 28 years 

Robert G. Dettmer 
Executive Vice President and 
Chief Financial Officer, 63, 22 years 

Randall C. Barnes 
Senior Vice President and 
Treasurer, 43. 7 years 

Robert L. Carleton 
Senior Vice President and 
Controller, 54, 20 years 

J. Roger King 
Senior Vice President, 

Personnel, 54, 25 years 

Edward V. La hey, Jr. 

Senior Vice President, General 
Counsel and Secretary', 56, 29 years 

Joseph F. McCann 
Senior V ice President, 

Public Affairs. 54. 22 years 

India K. Nooyi 
Senior Vice President, 

Strategic Planning, 39, 1 year 

Le< >nard Schutzman 

Senior \ ice President. 48. 18 years 

Rolx'rt O. Barter 

Vice President and 

Assistant Controller, 45 , 17 years 

Robert K. Biggart 

Vice President and 

International Counsel. 40, 10 years 

Gerard W. Casey 
Vice President and 

Associate General Counsel, 52, 2^ years 

Douglas M. Cram 
Vice President Lind 

Assistant General Counsel, 52. 21 years 

Patricia A. Creekmore 
Vice President and 
General Auditor, 43. 3 years 

Allan B. Deering 

V ice President, Management Information 
Services. 60, 1 i years 

Lawrence F. I )ickie 

Vice President, Associate General Counsel 
and Assistant Secretary, 52. 18 years 

William A. Finkelstein 
Vice President and 

Intellectual Property Counsel, t“\ 21 years 


Karen L. Halbv 

V ice President, Tax Counsel, 

North America, 36. 3 years 

Ronald E. Harrison 
Vice President, 

Community’ Affairs, 59. 30 years 
David D. Hatch 

Vice President, Organization and 
Management Development. 41. 11 years 

Linda S. Huber 

Vice President, Corporate Finance and 
Assistant Treasurer, 36. I year 

Burkett W. Huey. Jr. 

Vice President. Benefits. 

53. 3 years 

Joseph J. Joyce 
Vice President and 

Assistant General Counsel. 51, 23 years 

Andrew J. Kaslovv 

Vice President, Human Resources, 

45. 3 years 

Jay M. Kushner 

Vice President. International Taxes. 

38, 10 years 

Kathleen Allen Luke 

Vice President and Corporate Div ision 

Counsel, 39. 9 years 

Matthew M. McKenna 

Vice President, Taxes, h. 1 year 

Fred S. McRobie 

V ice President and 

Assistant General Counsel, 53. 20 years 

Margaret D. Moore 

Vice President. Investor Relations. 

4“ 21 years 

Ronald C. Parker 

Vice President, Corporate 

Human Resources. 4l. 12 years 

David E. Scherb 
Vice President. 

Compensation. 46 . ~ y ears 

Christopher G. Schipper 

Vice President, Strategic Planning. 

Restaurant Group. 39, under one year 

Peter R Thompson 

V ice President, Corporate Finance and 
Assistant Treasurer. 45. P years 

Sandra S. Wijnberg 

Vice President, Corporate Finance and 
Assistant Treasurer. 38. under one y ear 

John C. Wilen 

Vice President. Corporate 

Strategic Planning. .35. 1 year 

Dav id L. Wright 

Vice President. Gov ernment Affairs, 

16 . 10 y ears 

















Annual Shareholders’ Meeting 

The Annual Meeting of Shareholders will be held at PepsiCo 
World Headquarters on Anderson Hill Road, Purchase, New York 
at 9 - 11 a.m. (EDT), Wednesday, May 3, 1995. Proxies for the 
meeting will be solicited by an independent proxy solicitor. This 
Annual Report is not pan of the proxy solicitation. 

Inquiries Regarding Your Stock Holdings 

Registered Shareholders ( Shares held by you in your name): 
Questions on your statement, dividend payments, address 
changes or other matters should be directed to: 


PepsiCo, Inc. or 

c/o Bank of Boston 
PO. Box 9155 
Boston, MA 02205-9155 
Telephone: (800) 226-0083 


Manager, Shareholder Relations 
PepsiCo, Inc. 

Purchase, New York 10577 
Telephone: (914) 253-3055 


In all correspondence or phone inquiries, please mention PepsiCo, 
your name as printed on your stock certificate, your social 
security number, your address and telephone number. 


Beneficial Shareholders (Shares held by your broker in the 
name of the brokerage house): Questions should be directed to 
your broker on all administrative matters. 

SharePower Participants: Employee questions regarding 
your account, outstanding options or shares received through 
option exercises should be addressed to: 

Merrill Lynch/SharePower 
Stock Option Plan Services 
P.O. Box 30466 

New Brunswick, New Jersey 08989 

Telephone: (800) 637-6713 (U.S., Puerto Rico and Canada) 

(908) 469-8877 (all other locations) 


In all correspondence, please provide your account number 
(for U.S. citizens, this is your social security number), your 
address, your telephone number and mention PepsiCo 
SharePower. For telephone inquiries, please have a copy of 
your most recent statement available. 

Employee Benefit Plan Participants: 

Capital Stock Purchase Plan (800) 227-4015 

SaveUp (formerly 401(k) or Long-term Savings) (800) 227-4015 
P.O. Box 9108 (617) 472-3127 

Boston, MA 02209 (outside U.S.) 

ESOP (914) 253-3863 

Please have a copy of your most recent statement available 
when calling with inquiries. 

Dividend Reinvestment Plan 

A brochure explaining this convenient plan, for which PepsiCo 
pays all administrative costs, is available from our transfer agent: 

PepsiCo, Inc. 
c/o Bank of Boston 
P.O. Box 9156 

Boston, MA 02205-9156 Telephone: (800) 226-0083 


Direct Deposit of Dividends 

PepsiCo’s new optional Direct Deposit service, for the payment of 
your common stock dividend, offers a convenient method of 
electronically depositing your quarterly dividend payment to your 
checking, savings and credit union accounts. This service pro¬ 
vides you with the immediate use of your mon»?v on the dividend 
payment date. If the payable date falls on a w'eekend or a holi¬ 
day, the dividend will credited on the following business day. 

Additional information and an authorization card to take advan¬ 
tage of this optional Direct Deposit service is available from our 
transfer agent, at 1-800-226-0083. 

Financial Information 

Individuals with questions regarding PepsiCo’s performance are 
invited to contact: 

Margaret D. Moore 

Vice President, Investor Relations 

PepsiCo, Inc. 

Purchase, New' York 10577 Telephone: (914) 253-3035 

Shareholders who wish to receive, free of charge, copies 
of PepsiCo’s Form 10-K and 10-Q report* filed with the 
Securities and Exchange Commission, quarterly earnings 
releases (including segment results) or midyear update, 
contact PepsiCo’s Manager of Shareholder Relations at 
(914) 253-3055. 

PepsiCo’s 1995 quarterly earnings releases are expected 
to take place on May 2, July 25 and October 17,1995 and 
February 6, 1996. 

Independent Auditors 

KPMG Peat Marwick LLP 
345 Park Avenue 

New York, New York 10154 Telephone: (212) 758-9700 

Eliminate Waste 

If you currently receive duplicate reports, you can help eliminate 
the added expense by requesting that only one copy be sent. 
Please provide the name, address and social security number for 
the account you wish to keep on the list, and which names 
should be deleted. This change will not affect your 
dividend or proxy mailings. 


Special thanks to Cindy Crawford, who has appeared in Pepsi advertising for the 
last few years and become a very welcome part of our PepsiCo family. 

PepsiCo’s Annual Report contains many of the valuable trademarks owned 
and used by PepsiCo and its subsidiaries and affiliates in the United States and 
internationally to distinguish products and services of outstanding quality. 
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Income Per Share from 
Continuing Operations* 

(In Dollars) 


$2.SO 














